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FULL COMMITTEE HEARING ON THE ROLE
OF SMALL BUSINESSES IN STIMULATING
THE ECONOMY

Thursday, April 24, 2008

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to call, at 10:00 a.m., in Room
1539 Longworth House Office Building, Hon. Nydia Velazquez
[chairman of the Committee] presiding.

Present: Representatives Velazquez, Gonzalez, Cuellar, Altmire,
Clarke, Ellsworth, Sestak, Hirono, Chabot, King, Davis, Fallin, and
Buchanan.

OPENING STATEMENT OF CHAIRWOMAN VELAZQUEZ

Chairwoman VELAZQUEZ. Good morning. I now call this hearing
to order on The Role of Small Businesses in Stimulating the Econ-
omy. This forum will take place during the 45th anniversary of Na-
tional Small Business Week. The occasion reminds us of the impor-
tant role that entrepreneurs play employing half of the private sec-
tor workforce, and creating almost 80 percent of all new jobs.

Small businesses are also the country’s primary source of innova-
tion and drivers of advances in virtually every industry. It is not
an exaggeration that small firms are the life blood of the American
economy. That is important to keep in mind given the challenges
we are facing today.

The sub-prime mortgage crisis continues, and oil prices are
climbing to record highs. Unemployment is rising, and our place as
leaders of the global marketplace appears in peril, but small busi-
neslses can help us get things back on track if they have the right
tools.

That is why today’s hearing is so timely. It will explore how to
best help entrepreneurs continue their role in stimulating the
American economy. We will do so with an eye towards addressing
current economic realities, and looking for solutions that lead to
sustained economic growth.

Joining us are witnesses from an array of cutting-edge indus-
tries. Their insights into the challenges facing the economy will add
to our discussion of these issues. They will also help explore how
current challenges can be overcome through responsible policy and
strategic partnerships that are rooted in the work of American
small firms.
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As a nation, we can find a path from this economic downturn to
recovery and growth. Small businesses have already proven that
they are very good at leading the way. In fact, throughout history,
entrepreneurial activity has been a principal reason our economy
has regained its strength.

Many businesses begin during economic slow-downs, creating
jobs, products, and services. Take the last major recession as an ex-
ample. During the early 1990s, self-employment, a core piece of the
country’s small business sector, was at an all time high, 7.7 per-
cent. Moreover, some 25 percent of downsized managers over the
age of 40 chose to start their own companies during this time. Most
of the firms endured as successful, modern enterprises, others
fared even better, and have given birth to companies, such as those
on today’s panel.

Finally, it is no secret that during the late 20th century, tech-
nology was a key force in jump-starting and expanding economic
activity. It remains so today. That was evidenced in the SBIR/
STTR Re-authorization we approved in the House yesterday, with
overwhelming bipartisan support.

It is also clear in the development and construction of energy-ef-
ficient homes, as well as the marketing, tracking, and shipment of
small business products around the globe. Small businesses are
leveraging the power of high tech tools.

These entrepreneurs are harnessing real time communication,
market mapping software, and on-demand inventory systems. They
are extending the reach of the Internet, and bridging the path to
platform independence.With each step, they revitalize our economy,
and build a market-leading America of tomorrow.

This Committee has always supported such efforts. At a time
when small businesses and our nation as a whole face daunting ob-
stacles, we will redouble our work to advance policies that will help
entrepreneurs thrive in the markets of the 21st century.

I thank each of the witnesses for joining us today in celebrating
Small Business Week, and in discussing these important issues.
I'm looking forward to your testimony.

With that, I yield to Ranking Member Chabot for his opening
statement.

OPENING STATEMENT OF MR. CHABOT

Mr. CHABOT. Madam Chairwoman, thank you for holding this
hearing examining the role of small businesses in stimulating our
nation’s economy. I'd also like to thank our impressive panel of wit-
nesses here this morning. I'm looking forward to hearing your testi-
mony, and a special welcome to Marc Steiger, who’s from Cin-
cinnati, Ohio, one of the distinguished members of the panel here.
And I happen to represent Cincinnati, so we're particularly pleased
to have him here.

It’s fitting that we are holding this hearing during Small Busi-
ness Week, as we recognize the contributions of America’s small
business owners and workers. These are the men and women who
use their entrepreneurial talents to help improve our lives, sustain
our economy, and expand opportunities for all of us, all Americans.

There is no doubt that small businesses drive America’s economy,
creating about 70 percent of the new jobs, and accounting for more



3

than half of our private sector employees. These jobs are important,
and in a time of economic uncertainty, they become even more crit-
ical to moving our country forward.

Small businesses are playing an increasingly important role in
the technological sector. Statistics show that they are on the cut-
ting edge of research, hiring 40 percent of all technology employees,
£a_Lnd generating 13 times more patents per employee than large
irms.

Small firms also lead our nation in trade. NAFTA and free trade
agreements, such as those with Chile, Singapore, and Peru boost
prosperity, strengthen our ties with other nations, and create and
support new jobs for America’s workers.

Almost one-third of all U.S. exports are generated by small busi-
ness, and 97 percent of all U.S. exporters are small companies.

Small businesses also create opportunities for every American.
The Small Business Administration reports the number of women,
minority, and veteran-owned businesses is growing rapidly, and
comprising an increasing percentage of our economy.

These successes are impressive, but we must do all that we can
to give small firms the tools to prosper. They need access to capital,
counseling, and programs to help them build and expand their
businesses.

By supporting policies to keep taxes low, promote free trade,
allow small businesses to pool together to purchase health insur-
ance, and reduce frivolous lawsuits, we can help small companies
to compete.

Small businesses exemplify the American values of hard work,
ingenuity, and achievement. And during Small Business Week, we
honor small companies for their vital contributions to their commu-
nities, and to our nation.

I also want to mention that I am the Ranking Member of the
Anti-Trust Task Force, and so will have to leave here shortly, and
will be ably substituted by either Steve King, or Lynn Westmore-
land, or one of the other distinguished members of the panel who
will fill in until I can get back. We're discussing an issue of some
relevance to our community, in particular. It’s the Delta Northwest
merger, and Delta, we happen to be the second-largest hub. And
the Chairman of the committee, Mr. Conyers is also very interested
in that particular topic, as well. I try to be at these meetings from
beginning to end as often as possible, but this is one I have to actu-
ally go over there.

And one other detail I wanted to do was to introduce a young
lady here who is just—she’s a great young lady, and she happens
to be the daughter of my Staff Director, Kevin Fitzpatrick. And her
name is Elizabeth. She also happens to my goddaughter. Elizabeth,
you want to stand up there so people can see you. She’s also a
champion swimmer, by the way, too.

(Applause.)

Mr. CHABOT. I know she would love to sit through all the testi-
mony, and all the questioning, but I think she may have some
other more interesting things to do at some point this morning, so
she may move; not that this is not terribly interesting, but to a
fourth grader, there’s probably bigger and better things to see in
Washington while she’s here.
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Chairwoman VELAZQUEZ. But did you hear what she said to me
when I said hello to her?

Mr. CHABOT. No, I didn’t.

Chairwoman VELAZQUEZ. That when she grows up, she wants to
be like me. She wants to be a Democrat.

(Laughter.)

Mr. CHABOT. Elizabeth, did you say that? I think not, but in any
event, thank you, again, Madam Chairwoman for holding this hear-
ing this morning, despite that comment. We look forward to hear-
ing from all the witnesses, and I yield back.

Chairwoman VELAZQUEZ. Thank you. And I just want to welcome
all of you, friends, people that are here, and to say please excuse
this room. This is not our regular Small Business Committee room.
We have a better room than this one, but it is being renovated.

With that, it’s my pleasure to welcome Mr. Michael G. Hodgson.
He is President of ConSol, a green energy consulting firm based in
Stockton, California. He will be testifying on behalf of the National
Association of Homebuilders. The Homebuilders is a federation of
more than 800 state and local associations. About one-third of its
235,000 members are homebuilders or remodelers. The remainder
of its membership works in closely-related fields, including mort-
gage finance, and building products and services. Welcome. You
have five minutes. The timer is there. You’re going to see the green
light. It means you start. The yellow one says that it’s about to fin-
ish. Welcome.

STATEMENT OF MR. MICHAEL G. HODGSON, PRESIDENT,
CONSOL, ON BEHALF OF THE NATIONAL ASSOCIATION OF
HOME BUILDERS

Mr. HoDpGSON. Thank you. Chairwoman Velazquez, Ranking
Member Chabot, and Members of the Committee, my name is Mike
Hodgson, and I'm President and Founder of ConSol, a residential
energy consulting firm in Stockton, California, and Chairman of
the Energy Efficiency Tax Credit Working Group of the National
Association of Homebuilders.

Since 1981, I have worked with homebuilders to improve the pro-
duction of energy-efficient new homes. ConSol is consistently recog-
nized as the builder’s energy advocate at the local, state, and na-
tional level, dedicated to assisting homebuilders achieve the high-
est level of quality construction, and energy performance. My busi-
ness is closely linked to the health of the housing industry and its
technological future in energy-efficiency, and sustainability.

Thank you for the opportunity to testify today about the urgent
need to restore the health of the housing industry, and small busi-
nesses like mine, as well as to discuss the importance of incentives
for producing more energy-efficient housing.

Currently, the housing market is in the midst of a historic down-
turn, characterized by falling home prices, declining home sales,
constrained mortgage credit, and a painful contraction in the resi-
dential construction sector.

In California, my company’s largest market, new construction
permits have fallen 46 percent from their 2005 levels, and re-
searchers predict they’ll fall an additional 24 percent in 2008.
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Small businesses like mine that depend on the health of the
housing industry have reacted quickly to keep solvent. For exam-
ple, ConSol’s revenue is down 30 percent in the last two years. I've
been forced to lay-off 31 employees, 30 percent of my company’s
workforce. I know many other small businesses in our industry has
had to take similar steps.

NAHB has made several recommendations for stabilizing the
housing industry in the immediate term, such as creating a tem-
porary home buyer tax credit, among others. My written testimony
provides specific details on how this, and other proposals can help
the housing market, and the overall economy recover from the cur-
rent downturn.

With respect to energy policy in the housing industry in the long-
term, it is important to improve the promotion of residential energy
efficiency. Section 45L of the Tax Code, for example, contains the
new energy-efficient home credit, which is a key market incentive
to shift builders toward significant energy savings in new home
construction. The program, which expires at the end of this year,
provides a $2,000 tax credit to a homebuilder who constructs a
qualified new energy-efficient home certified to achieve a 50 per-
cent reduction in energy use.

This credit is particularly beneficial to small homebuilders who
often have the most flexibility to react to the marketplace pref-
erences, such as increased energy efficiency, or green home-
building. However, homebuilders also report, and I know this first-
hand, that the increased construction costs required to meet the re-
quirements of the tax credit dramatically exceed $2,000.

The Senate recently passed a two-year extension of this credit,
along with its housing stimulus legislation, but the House has not
acted on it. It is crucial that leaders in both Houses of Congress
work together to not only renew the credit as soon as possible, or
make it permanent, but also to increase the dollar amount.

Furthermore, many businesses in the construction sector experi-
ence losses, and, therefore, are unable to fully utilize this credit.
Mechanisms need to be developed by which the credit can be trans-
ferred from a builder to investors, or other stakeholders, similar to
the model in the low-income housing tax credit.

I would like to quickly highlight the work done by NAHB to pro-
mote green building. The first National Consensus Standard on
residential green building in the United States will be soon be ap-
proved by the American National Standards Institute, ANSI. As a
member of the Consensus Committee that helped developed this
benchmark, I can personally attest to the rigorous process that pro-
duced a viable and affordable alternative to other private rating
tools.

NAHB also established a National Green Building program that
embodies a consumer education campaign highlighting the benefits
of green building, and sustainability in housing design.

Together, the National Green Building Standard, and the Na-
tional Green Building program will help homebuilders continue to
push the envelope in green building construction. This, in turn, will
create new market opportunities for small businesses like mine
that provide residential energy-efficiency services.
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NAHB appreciates the efforts by Congress to address the housing
crisis, support small business, and promote energy efficiency and
green building. Thank you for the opportunity to testify today.

[The prepared statement of Mr. Hodgson may be found in the
Appendix on page 40.]

Chairwoman VELAZQUEZ. Thank you, sir. Our next witness is Mr.
Paul Misener. He is Amazon.com’s Vice President for Global Public
Policy. He is responsible for formulating and representing the com-
pany’s policy positions worldwide.

azon was one of the first businesses to sell products over the
Internet. Today, it is one of the world’s largest and most successful
retailers. The company was founded in 1994 by Jeff Bezos, and is
headquartered in Seattle, Washington. Welcome.

STATEMENT OF MR. PAUL MISENER, VICE PRESIDENT,
GLOBAL PUBLIC POLICY, AMAZON.COM

Mr. MISENER. Good morning, Chairwoman Velazquez, and Rank-
ing Member Chabot, and Members of the Committee. Thank you
very much for inviting me to talk about this very important topic.
And I am delighted to respond to your specific request to know how
Amazon.com drives the growth of small firms, and about the effect
that small companies have on the economy.

Madam Chairwoman, I would like to offer you and your Com-
mittee three essential observations this morning. First, the online
economy has evolved dramatically since its inception in the early
1990s, bringing unforeseen benefits to small businesses. Second,
these benefits arise not only from the new markets that can be
reached online, but also from the myriad retailing services now
available online to small businesses from Amazon.com, and others.
And third, the demographics of today’s online economy can be sur-
prising, particularly with respect to the share of the online econ-
omy held by small businesses.

With these observations in view, we may safely conclude that the
online marketplace is a very important avenue through which
small businesses may help stimulate the overall economy.

Madam Chairwoman, the Internet is a great enabler of small
business. In its early days, the online economy was a haven for in-
novative, technically savvy small businesses, and today it has
evolved to become a crucial sales channel for all kinds of small
businesses, not just those with technical expertise.

Several different eCommerce business models now co-exist and
vigorously compete on the web. One model is platform retail,
whereby large companies, such as Amazon.com, eBay, and others,
provide eCommerce services to other companies, both large and
small. Through Amazon.com’s platform, over 1.3 million sellers,
most of them small businesses and individuals, now have easy ac-
cess to over 79 million active consumer accounts worldwide.

You've asked me for an indication of how my company drives the
growth of small firms. Well, simply put, Amazon.com strives to pro-
vide our small business seller customers a wide variety of retail
tools so they can concentrate on the areas of their business they
know and like best. For example, with product ads by Amazon,
small businesses can easily and efficiently advertise on Ama-
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zon.com the specific products available on their own web sites. For
small businesses that don’t have their own web sites, we offer sev-
eral types of services, like selling on Amazon, which allows small
businesses to post their inventory on our web site without any indi-
vidual item listing fees.

Through WebStore by Amazon Service, we even create and run
complete eCommerce web sites for small businesses. And whether
or not a small business has a web site, we can provide the global
reach of our physical distribution network through our fulfillment
by Amazon Service.

As for small businesses with media products, we make additional
services available. One simply way creators and small publishers
can use our retail platform is through our Amazon Advantage pro-
gram, in which they need to print or manufacture only a few books
or disks. Small publishers then can offer these few copies to the en-
tire Amazon customer base of more than 79 million active cus-
tomers.

Digital delivery, of course, is another low-investment way to get
media products to consumers. We have a rapidly growing digital
music and video business that allow individual creators and small
publishers to sell their audio and video works on line, without
every reducing them to physical form.

Moreover, as you may have heard, we have also introduced the
Amazon Kindle, which is this little device here. It’s a portable read-
ing device that wirelessly can download books, blogs, newspapers
and magazines. This way authors and small publishers easily can
attract an audience and distribute their works without the up-front
investments in printing and physical distribution that often act as
significant barriers to entry. On my own Kindle, I have several
books from individual authors and publishers who don’t need to
have any physical books in print.

The demographics of today’s online economy can be surprising.
Indeed, the share of the online economy held by small business is
surprisingly large, because it is systematically under-counted in
surveys, including by the U.S. Census.

The upshot of this significant under-counting of sales by small
business is that the proportion of eCommerce by small business is
greatly underestimated. The sales by sellers with annual revenues
on the order of $100,000 likely could account for as much as a
quarter of all consumer eCommerce in the U.S. Obviously, the sur-
prisingly high portion of eCommerce conducted by small businesses
means that such businesses can have a greater effect on the online
economy than may be generally assumed.

In conclusion, Madam Chairwoman, the Internet is a great en-
abler of small business. The online economy has evolved dramati-
cally since its inception in the early 1990s, bringing unforeseen
benefits to small businesses. These benefits arise not only from the
new markets that can be reached online, but also from the myriad
of services now available to small businesses by Amazon, and other
providers.

Lastly, the demographics of today’s online economy can be sur-
prising, particularly with respect to the large share of the online
economy held by small businesses. With these observations in view,
we may safely conclude that the online marketplace is a very im-
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portant avenue through which small businesses may help stimulate
the economy.

Thank you again for inviting me to testify, and I look forward to
your questions.

[The prepared statement of Mr. Misener may be found in the Ap-
pendix on page 50.]

Chairwoman VELAZQUEZ. Thank you, Mr. Misener.

Our next witness is Mr. David Fischer. He’s the President of On-
line Sales and Operations for Google. He is responsible for the com-
pany’s Internet sales channel, and operation of its advertising pro-
gram in North America.

Google, Inc. is an American public corporation that earns rev-
enue from online and mobile advertising. The company is
headquartered in Mountain View, California. Welcome.

STATEMENT OF MR. DAVID FISCHER, VICE PRESIDENT,
ONLINE SALES & OPERATIONS, GOOGLE, INC.

Mr. FiscHER. Thank you. Chairwoman Velazquez, Ranking Mem-
ber Chabot, and Members of the Committee, it’'s a great pleasure
to be here to testify about American small businesses, which are
one of the most important and dynamic facets of our economy.

Google is committed to helping small businesses prosper on the
Internet. Indeed, much of Google’s success is predicated on the suc-
cess of our small business customers and partners, and we place
tremendous value on this relationship with these entrepreneurs.
For many of them, their success is fundamentally linked to the con-
tinuing growth of the Internet.

Today, hundreds of thousands of businesses are using Google ad-
vertising to reach customers, and hundreds of thousands of web
site owners are generating revenue by placing Google ads on their
pages. A significant majority of these partners are small busi-
nesses, and our tools are helping them compete, and succeed in the
global marketplace.

In my testimony this morning, I'll first explain how online adver-
tising enables small businesses to connect efficiently and cost-effec-
tively with new customers. Second, I'll explore how advertising
partnerships provide new sources of revenue for web site owners.
And last, I'll offer some comments on future trends in the Internet
economy, and important implications for policy makers.

Online advertising enables small businesses to affordably and ef-
ficiently find their customers, whether it’s a local plumber reaching
a new customer down the block, or a niche antique dealer con-
necting with a collector overseas.

Small businesses are using Google’s advertising program, known
as AdWords, as a sort of matchmaking service for new customers.
Through a simple online tool, businesses create short text ads for
their products that appear when a Google user conducts a search.
For example, a Google search for the word flowers will s how you
both relevant search results, as well as ads from local and national
florists.

We found that our advertising system gives small businesses a
level playing field to compete efficiently with much larger compa-
nies. Any business can get started with just $5. Here’s one exam-
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ple. Bulb America, a Brooklyn, New York-based lighting and fix-
ture company got started in 1998 with just two employees. It’s
grown to over 25 employees, with $6.5 million in total sales in
2007. Today, the company attributes about 65 percent of those
sales, or over $4 million last year, to Google advertising.

Chairwoman Velazquez, Bulb America is just one of thousands of
businesses in your district, and across the U.S. that are finding
new sources of revenue through our advertising program. But
Google advertising isn’t just helping small businesses find cus-
tomers more efficiently, it’s also helping to find a whole new breed
of online entrepreneurs.

In 2003, Google created a program called AdSense, which pays
web site owners to place our ads on their pages. Every time some-
one clicks on one of those ads, the advertiser pays Google, and we
share a majority of that revenue with the web site owner.

Our business model enables entrepreneurs, educators, bloggers,
and others to generate revenue by sharing their expertise and opin-
ions with the world. In many cases, these individuals are able to
dedicate themselves full-time to their web sites because of the sup-
port they receive from our advertising programs.

In 2007, for example, Google paid out $4.5 billion to our partners,
thousands of whom are small businesses and entrepreneurs. Chair-
woman Velazquez, in the 12th District of New York alone, we paid
out more than $51 million to more than 6,000 AdSense partners
last year.

Askthebuilder.com is just one example of a small business suc-
cess story. Based in Cincinnati, Ohio, Tim Carter delivers practical
tips for handymen across the country. In April of 2004, Carter
added AdSense to his web site, and immediately experienced a
jump in revenue of 400 percent. Today, Tim Carter receives a
monthly check from Google that averages about $42,000, and he is
just one of 2,000 businesses in the First District of Ohio with whom
we shared a total of $1.6 million last year.

Thousands of small businesses are using online advertising to
create new economic opportunities and flexibility. We at Google are
very pleased to help support this proliferation of economic activity,
free speech, and entrepreneurial spirit.

I'd like to conclude with a few thoughts about the future trends
we see emerging in the Internet marketplace, and how they might
impact this Committee’s work.

First, the vast majority of our advertising customers and part-
ners hosting our ads are not Fortune 500 companies, but small
firms, creating niche products for specific audiences. The web al-
lows users with individual tastes to find these niche products and
services more efficiently, and the economic potential of this content
is driving some of the most innovative online businesses today.

We believe that the continued growth of small businesses is de-
pendent on fostering activity among the millions of individuals
users and companies who make up the vibrant online community.
As the Committee continues its important work as a champion of
small business, I would encourage you to constantly consider how
any new laws and regulations will affect these online entre-
preneurs.
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Finally, we just continue to preserve the Internet as an open
platform. Just a decade ago, Google’s founders were graduate stu-
dents at Stanford University, when they launched their small busi-
ness, a new approach to searching the Internet. A free and com-
petitive online network and open standards enabled the success of
Google’s search engine. Preserving this openness online is critical
to insuring the success of a new generation of small businesses.

As policy makers interested in promoting small business, I urge
you to consider the openness of the Internet as a guiding principle
in your legislative work, and as a critical component to insuring
the continued success of American small businesses.

We look forward to continuing our partnership with these busi-
nesses, and to answering any questions you might have about our
efforts. Thank you.

[The prepared statement of Mr. Fischer may be found in the Ap-
pendix on page 60.]

Chairwoman VELAZQUEZ. Thank you, Mr. Fischer.

Our next witness is Dr. Dennis Ceru. He’s an Adjunct Professor
at Babson College, where he teaches MBA courses in Entrepre-
neurship and Business Strategy. He has more than 25 years of ex-
perience delivering successful business and technology solutions
through leadership and management positions in the fields of tech-
nology, financial services, and healthcare.

He’s also the President and CEO of Strategic Management Asso-
ciates, a company dedicated to providing business leaders with the
tools necessary to expand and manage growth. Welcome.

STATEMENT OF MR. DENNIS CERU, ADJUNCT LECTURER,
ENTREPRENEURSHIP, BABSON COLLEGE

Mr. CeEruU. Thank you. Chairwoman Velazquez, Members of the
Committee, thank you for this opportunity to talk with you this
morning about the role of small business in stimulating the econ-
omy.

Again, my name is Dennis Ceru, and I represent Babson College,
as well as the Global Entrepreneurship Monitor. GEM is a joint
venture of Babson College and the London School of Business, and
it is the largest ongoing study of entrepreneurial dynamics in the
world. We started with 10 participating countries, the project now
in its eighth year of operations, has expanded to include 42 coun-
tries in 2006, and now 44 countries in 2008.

Some of the information that I will share with you today is de-
rived from this research, as well as the research of my colleagues
at Babson College, and peppered with my own experience in own-
ing, managing, and advising small and medium-sized businesses.

First off, the main characteristics of entrepreneurial activity in
the United States is significant. The total entrepreneurial activity
index in 2007 is at 9.6 percent. This counts both nascent entre-
preneurs, as well as new business owners. The overall business
owners index, the count of early-stage plus established businesses
is 14.1 percent.

Interestingly enough, there are gender differences in this, with
about 62 percent of the early-stage entrepreneurs in the U.S. being
men, and 37-1/2 being women. Early-stage entrepreneurs in the
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U.S. are very confident people. They believe their business has
high potential, with 22 percent of them expecting to create more
than 10 jobs, and 50 percent growth in the next five years, com-
pared to only 7.1 percent growth projected by current business
owners. To us, this signifies opportunity, enthusiasm, and a posi-
tive outlook.

Over 49 percent of early-stage companies plan to offer products
that are new to customers, contrasting with only 31 percent from
established business owners. More than 37 percent of early-stage
companies will use the latest or newest one to five-year technology
in their business, as compared to only 10 percent of established
businesses. What this says to us is that entrepreneurs are innova-
tive. They are innovative in their use of technology, as well as their
creation of new business models, new services, and new tech-
nologies.

They're also young. Most are 34 years of age or younger, 41.6
percent, and about 62 percent of these early-stage entrepreneurs
have some degree of a college education. This is a dynamic, young,
educated workforce.

In the United States, most of this activity is centered around the
consumer-oriented services sector, about 42 percent, followed by
the business services sector, closely followed by transforming and
very little in extractive services. In other countries, of course, we
see very different combinations of these sectors.

Experts in entrepreneurship overwhelmingly believe that there is
sufficient equity funding, debt funding, and private funding for
their new and growing firms. Government support for entrepre-
neurship is believed to be stronger at the local level, than at the
national level, with 55 percent claiming support from local sources,
and only 45 percent claiming support at the national level. The
findings from this indicate that these entrepreneurs are consumer
focused. They do believe they have the capital to start their busi-
nesses, and they still seek most of their support at the local, rather
than the national level.

In terms of current issues, the slump in the housing markets is
causing distress not only in the homebuilding industries, but the
overall financial markets, as well, and many small businesses and
nascent entrepreneurs will be affected if this slump continues for
a prolonged period of time.

The Federal Reserve has been responding with significant inter-
est rate cuts, which have provided some stimulus. Venture capital
investment has continued to grow in this country, with about a 14
percent year-to-year increase in the annual amount invested in
portfolio companies in 2006, and an 11 percent increase in the first
six months of 2007.

Some of the new tax legislation proposed before Congress could
potentially change the treatment of venture capitalist’s profits from
capital gains to ordinary income; thus, affecting early-stage compa-
nies that represent not only the highest investment risk, but as
both the Committee and some of my colleagues have stated, also
create the most jobs and opportunities for the American economy.

The finding from this is that there has been a negative ripple or
trickle-down effect from the overall economic crisis. However, as
has been mentioned by Chairwoman Velazquez and Ranking Mem-
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ber Chabot, that the times of economic distress are often the times
when new businesses start, and they are times when entrepreneurs
are able to seek opportunities that established businesses, perhaps,
are a little bit less comfortable taking.

So, in conclusion, thank you very much for inviting me here
today. I hope that my testimony has underscored some of the im-
portant facts and statistics behind entrepreneurship in the United
States, and I welcome your questions at the conclusion of this testi-
mony.

[The prepared statement of Dr. Ceru may be found in the Appen-
dix on page 66.]

Chairwoman VELAZQUEZ. Thank you, Dr. Ceru.

Our next witness is Mr. Marc Steiger, and he is CEO for DLP
Technologies, Inc. in Cincinnati, Ohio. And I understand you are a
constituent of Mr. Chabot.

He will be testifying on behalf of the Computer and Technology
Industry Association. CompTIA membership extends into more
than 100 countries, and includes companies at the forefront of in-
novation.

The association has expertise in a broad range of issues areas,
including convergence technology, eCommerce, IT training, soft-
ware services, certification, public policy, and workforce develop-
ment. Welcome.

STATEMENT OF MR. MARC STEIGER, CEO, DLP
TECHNOLOGIES, INC. ON BEHALF OF CompTIA

Mr. STEIGER. Thank you. Good morning, Chairwoman Velazquez,
Ranking Member Chabot, and distinguished members of the Com-
mittee.

My name is Marc Steiger. I'm appearing today as a member of
Computing Technology Industry Association, CompTIA, which rep-
resents over 10,000 member companies. I also am appearing as the
owner of DLP Technologies, a small business that is working to do
its part to fuel the American economy.

I am a member of CompTIA, and I am a VAR. The typical small
business does not have an IT department, but relies upon the serv-
ices of an important segment of the computer industry referred to
as value-added resellers, or VARs. VARs are small system integra-
tors that design, install, and maintain computer systems and net-
works for other small businesses. Over one-third of the computer
hardware sold in the United States today is sold by VARs.

First, Madam Chair, I want you to know that the SBA Loan pro-
gram has been a great benefit to my company. We just purchased
a commercial condominium for our office space with SBA guaran-
teed funds, and some of our emergency working capital is also
backed by the SBA. I want to thank this Committee for you sup-
port of the SBA Loan program.

DLP Technologies has worked with small and medium-sized
businesses in the Cincinnati area for over 25 years. We’ve become
their IT support department, assist their computer users, manage
their computer equipment, and help their businesses become more
efficient. We have about 100 small business clients in many diverse
industries, from law firms, to printers, from small manufacturers,
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to nursing homes, from chains of opticians, to chains of chili par-
lors.

DLP supports the American economy as the employer of 11 em-
ployees with a payroll of $675,000. We support our employees by
providing a full program of benefits, and we support our commu-
nity by paying a variety of taxes. However, our major contribution
to the economy is through the impact we have on our clients, and
I'd like to give two examples.

Last year, we did a technology project for The Counseling Source,
a provider of mental health services for the elderly. Because of this
project, The Counseling Source is now able to serve 300 clients up
from 200 before the project. They have increased their clinical staff
50 percent, while decreasing their administrative staff from 10 to
4. This is a prime example of how we assist our clients to increase
productivity.

Another example is a project we did for Thoma and Sutton Eye
Care Professionals, a 22-store optical chain based in Cincinnati. By
upgrading and supporting their technology platform, we were able
to improve their productivity, and allow an 8 percent increase in
sales, with no increase in personnel. We also supported their in-
crease in size by two stores by allowing their team to concentrate
on more important matters, while we took the responsibility for
technology issues. Their CEO asked me to emphasize to you today
that his company would not have been able to make this invest-
ment without the Section 179 tax benefits.

Sometimes our small businesses need the assistance of govern-
ment, sometimes we need government to stay out of the way. So
today I'd like to mention four issues of concern to me, and other
small technology businesses that affect our contributions to the
economy.

One, the cost of healthcare insurance is becoming more and more
out of reach for small businesses. I pay $68,000 in annual pre-
miums for 11 employees. So far, I consider myself lucky as our em-
ployees have not faced any major health issues, but what if we
were to have a huge claim tomorrow? My costs could double or tri-
ple overnight. Why should I currently have a competitive advan-
tage over another business, who’s only fault is that someone on
their staff or family happens to get very sick? Business should com-
pete on the basis of value-offered, and not on which business has
the lowest healthcare claims. Please, help make healthcare more
fair and affordable for small businesses.

Two, as a small business owner, I'm very appreciative of the tem-
porary increase to the Section 179 tax benefit enacted under the
Economic Stimulus Bill. As I said earlier, one of my clients specifi-
cally identified this program as allowing him to afford $100,000
project which increased his productivity 8 percent. While we are
most appreciative of this one-year bump, we ask for your support
in making this $250,000 limitation permanent.

Three, we are concerned with the impending implementation of
a 3 percent Federal Income Tax Withholding on government con-
tracts. A 3 percent withholding would represent 30-50 percent of
my gross profits on educational sales, which is a huge disincentive
for me to continue with this business. I want to thank this Com-
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mittee for its work to repeal this withholding. This was bad tax
policy when it passed, and it is bad tax policy now.

Four, IT security is important. It is essential for my clients. We
urge this Committee to implement legislation that would create a
Small Business Cyber Security Task Force to study how industry
and government can work together more effectively to promote
cyber security amongst small businesses.

I certainly do appreciate your attention, as well as the honor of
appearing on this panel today. We thank you for your vigilance in
helping small businesses to remain competitive. I would be pleased
to answer any questions you might have.

[The prepared statement of Mr. Steiger may be found in the Ap-
pendix on page 74.]

Chairwoman VELAZQUEZ. Thank you, Mr. Steiger.

Mr. Hodgson, I would like to address my first question to you,
if I may.

We all know that the housing industry is critically important to
the overall health of our economy. And in your testimony, you indi-
cated support for a first-time home buyer’s tax credit. How could
this type of tax credit jump-start the housing market, and help
homebuilders and firms like ConSol?

Mr. HopGsoN. Well, the homebuilding industry actually reaches
into many business sectors, and so by enacting a first-time tax
credit for home buyers, that would stimulate the purchase of new
homes. And that would help the homebuilders, but the home-
building industry, just looking at the Association, is really about a
third of their membership. A lot of the members are like me, so it
would also stimulate the retail industry, the building supply indus-
try, the energy services industry, which I'm a member of, and the
financial industry. So I think it would have a very large effect on
companies, small businesses like mine by getting the housing mar-
ket back on track.

Chairwoman VELAZQUEZ. Can you give me some suggestions as
to how this can be structured so that it just not jump-starting the
housing market, but also encouraging the development of afford-
able housing?

Mr. HopGsoN. Well, assuming the home tax credit is a first-time
tax credit, that’s going to affect the affordable market. I think the
proposals that have been in the Senate and the Ways and Means
Committee have been around $7,000, so that really only addresses
the, I would say affordable housing market, the first-time home
buyer. So I think that would have an impact. And right now, the
housing economy needs any sales, but the sales that are critically
absent right now are the first-time home buyer, the person who is
trying to afford that home for the first time, both because of the
availability of product, but also the lack of financial qualifications.
The credit market is very, very difficult to quality in.

Chairwoman VELAZQUEZ. Thank you.

Mr. Fischer, with an increasing number of small firms having ac-
cess to the Internet in various communities, many have opted to
advertise online. I would like to get your perspective on the trends
Google is seeing with small business eCommerce. Are more small
businesses advertising on the Internet?
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Mr. FiscHER. The first thing that I would say about small busi-
nesses, overall, and that this Committee surely knows well is, some
of the biggest challenges small businesses face are in time and re-
sources, that it’s often one person, or just a handful of people driv-
ing to drive a business. And, so, we see more and more people com-
ing online, but part of what’s allowing that is tools of the sort that
Google offers, that other companies offer, to make it easier for com-
panies to establish an online presence, which is a critical step, obvi-
ously.

And then as that happens, we’re seeing more and more busi-
nesses start to advertise their site. And we see many, many success
stories through advertisers who come online and are able to take
a small business, and offer to grow it significantly.

We have stories. I would point, for example, to one story of a re-
altor in the Outer Banks of North Carolina, who has been in busi-
ness since 1978. It’s called Twiddy Real Estate, and they describe
that the difference between coming-they describe themselves as
having been in the dark ages before they came online, and now
they sort of describe themselves as being in a renaissance, because
they said they’ve been able to target people much more specifically
through advertising, to find people who are searching for rentals on
the Outer Banks; whereas, before, they might just have to buy
newspaper advertising, or do brochure mailings in a much broader
way, and so it’s that targeting that’s really allowing small busi-
nesses to reach out to their niche audience very effectively.

Chairwoman VELAZQUEZ. If we see that it has a significant im-
pact on small businesses, can you talk to the Committee about
what tools Google offers to assist small businesses, and are they af-
fordable?

Mr. FiscHER. Absolutely. The first thing that Google does is take
that first critical step of helping businesses come online, who may
not be online. And, as I said, often time is a big constraint, so
Google’s local business center allows small businesses to come and
actually register, create a presence online and be found through
Google, through Google maps when you search in your neighbor-
hood for the local plumber, or bakery, or electrician, so that they
have a presence, and they have a basic web site. And that is free.
And we offer other free tools that allow you to build-out a more dy-
namic web site, as much as you want to build.

And then the advertising, that enables you to both move into ad-
vertising, online advertising which I mentioned. There’s only a $5
sign-up fee, and you control your budget. We give you a great deal
of ability to target exactly the audience that you want to reach, and
to manage your budget, as appropriate, for your business. And out
of that, we see many examples of people generating very high re-
turn on investments.

And then, finally, I would point to our ads program called
AdSense, where we allow you to place our ads on your web site.
And that was some of the examples that I mentioned earlier, and
generate revenue that way, as well. And that, again, is not only
free, it actually generates revenue. But all of these, we aim to set
up tools that people can access free of charge, as much as possible.

Chairwoman VELAZQUEZ. Mr. Misener, with shoppers becoming
more Internet savvy, the competition to attract new customers is
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growing more intense. What advantages do small firms have when
it comes to attracting new customers?

Mr. MiSENER. That’s a great question, Chairwoman. The advan-
tage the small business has is they can focus today on what they
do, and like most, what they do best, and like most. They can focus
on their businesses, as opposed to trying to figure out the Internet,
and the technology associated with.

If you look back a decade, or a dozen years ago, the companies
that were founded at the time, Mr. Fischer’s company, my com-
pany, Yahoo!, eBay, all founded by engineers. And that’s because
at the time, they needed to be technically savvy people to under-
stand the technology to operate on the Internet.

No longer is that the case, and so today’s small businesses have
the advantage of being able to concentrate on their niche markets,
their specialties, their expertise, and then sell it through the Inter-
net in a way that does not require them also to be technologists.

Chairwoman VELAZQUEZ. What challenges do entrepreneurs face
in retaining customers as the number of online businesses con-
tinues to grow?

Mr. MISENER. I think it’s a good news story, Madam Chair-
woman. They actually are doing quite well online. And as I indi-
cated, the size of the small business market online, the proportion
of sales online by small businesses, I think is surprisingly large.
And it is a good news story. The only sort of foreseeable concern
that we have is one that we share with Mr. Fischer, which is some-
how a closing of the Internet would actually close off the markets
to small businesses and entrepreneurs, and so we’re anxious to see
the openness of the Internet preserved.

Chairwoman VELAZQUEZ. Thank you.

Dr. Ceru, in the past 15 years, we have noticed an increase in
small business entrepreneurship that can be attributed to the
Internet. What is it about the economics of starting a business on-
line that is so attractive to entrepreneurs?

Mr. CERU. A number of factors, and I think both of my colleagues
have alluded to that, in part. We describe this as the long tail, or
the fact that now a small business can effectively reach niche mar-
kets, and not have to have a brick and mortars location, and at-
tempt to reach them by traditional means, but through the great
reach, and the breadth, and the depth of the Internet, be able to
access customers who might not normally find them.

This, combined with the fact that the relative investment is in-
significant, if any at all, to establish an online presence, spurs
many business owners to start their businesses in that virtual en-
vironment. .

Chairwoman VELAZQUEZ. And what can you tell us in Congress
to do to continue to promote such activity?

Mr. CERU. I think there’s many things that need to happen to
promote that activity, not just in an online venue, but in the tradi-
tional venues, as well.

Chairwoman VELAZQUEZ. Especially during this difficult time,
sir.

Mr. CERU. Especially in these times, yes. I think the SBIR grants
are very important. Based on our experience at Babson College and
my experience advising small companies, I believe we need to focus
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significantly on science, and technology, and engineering. That is
largely supported, in part, by government programs at the national
level, more so than at the local level. I think innovation should be
continued to be supported in our country, both from a policy per-
spective, through tax credits, as well as through educational ef-
forts. And, finally, encouraging women and minority ownership of
entrepreneurial venues, activities, companies is essential as our
country’s demographics are shifting dramatically, and there’s more
of a need to be inclusive of these different demographics in the new
economy. )

Chairwoman VELAZQUEZ. Thank you.

Mr. Steiger, you spoke to us about the role that small business
loan played in terms of providing access to capital for you to start
up your business, or for some of your clients. Given the difficult
times that we are in in our economy, what do you think the SBA
can do to spur greater investment in start-up firms?

Mr. STEIGER. I don’t know what you can do to increase it, but
I'll tell you that the programs you have are very effective. The pro-
grams you have were able to let me build a building, which cer-
tainly helps the local economy. It allowed me to lock in my financ-
ing for 20 years, which gives me a nice stable path on which to
grow the economy, so I found those programs very effective. I hope
you continue them.

Chairwoman VELAZQUEZ. Thank you.

Now I recognize Mr. Buchanan.

Mr. BUCHANAN. Thank you, Madam Chair.

Mr. Hodgson, you’re from California?

Mr. HODGSON. That’s correct. Stockton, California.

Mr. BUCHANAN. As a homebuilder. I think you hear California,
I'm from Florida, a member of Congress from Florida, but Vegas
has been hit the hardest in terms of some of the areas. But looking
at some of the incentives, you think of a recession, down 3-4 per-
cent, 5-10 percent in business, but homebuilders, at least in our
area, many of them are down 50, 60, 70 percent. It’s simply a sup-
ply and demand issue, or way over-built, and we just don’t have de-
mand right now.

Some of these incentives that you're talking on behalf of yourself,
and the Homebuilders Association, what do you think are the top
two or three that really can make a difference? I mean, it’s nice to
have tax credits, as you mentioned, to give to the buyers, but from
the builder’s standpoint, unless you have a way of selling off those
credits to generate some cash, many of them have losses, so I'm not
sure where we go with that. But I want to talk to you a little bit
about just what more we can do to help, without goofing things up
here, but actually be a real help to small homebuilders, and build-
ers in general, because it’s a huge issue.

Mr. HODGSON. Well, I hate to be limited just to few, but let me
give you top -

Mr. BUCHANAN. Give me your top two or three.

Mr. HODGSON. You're absolutely right. Our market is down 60,
70 percent from two years ago, and we’re predicting the market to
go even lower in 2008. Just as an example, if I may, we do the
front end of construction work, and we do energy design, and me-
chanical design, et cetera. Two years ago we were doing around
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21,000 permits through our office, and it sounds like a large num-
ber, but let me kind of give you a perspective on that. And that
means that we did about 800 master plans, and those are homes
that are models that other homes we built from. That was in 2005.

This year, we’ve done eight, so new construction has stopped.
And Dbuilders really are not taking the risk because of the fore-
closure market product that’s coming down the road, and the in-
ventory that they will have. But in our market, and I apologize, I'm
not familiar with the Florida market. Really, most homebuilders
have limited their own inventory, and it’s now the recurring—the
inventory that’s coming back that is really causing the supply. So,
to me, the number one thing to a small business is expanding the
carry-back period for the net operating loss. That would allow cap-
ital immediately into this year, into the builder’s books, and allow
them to take credit for that.

The second is allowing -

Mr. BUCHANAN. Let me, on that, how far are you looking to carry
it back?

Mr. HODGSON. I believe currently it’s a two-year carry-back, and
it’s been proposed for four years. And that is what we’re sup-
porting.

Mr. BUCHANAN. Okay.

Mr. HoDGSON. The second, which is more dear to my heart, nec-
essarily, as I'm an energy efficiency advocate and try to push build-
ers to go beyond just code, and what’s very difficult in our market
now is the Federal Tax Credit for energy efficient new housing. It
was passed for three years, and then extended for a year. The men-
tality of the homebuilder is, if I want to do something and change
for market differentiation so I can sell my product, as opposed to
a different product, is I need to make a long-term risk assessment.
So when I'm building a product, I have to look at where that prod-
uct is going to be two, three years down the road. And if the tax
credit is only good for a year, I'm not going to make that judgment
call, because I don’t want a product I build in 2008 to look different
than the product I build in 2009 or 10. So we really support an ex-
tension.

I know the House and the Senate have passed different versions
of two years. I think, personally, that’s far too short. It should be
a long-term effort, a five or ten-year credit, or make it permanent.
And make it above code, so you're always driving energy efficiency.
So those would be my top two.

Mr. BUCHANAN. Okay. I know in our area, the whole concept of
green housing and more efficiency, not just in our area, but some-
thing we need to do as a country, when you’re talking about tax
incentives for buyers, I assume that’s what you're referring to, is
that what you're talking about there?

Mr. HopGsoN. Well, the tax credit I was talking about specifi-
cally is 45L, an extension of that. And that actually goes to the
homebuilder. So the person who makes the decision in that -

Mr. BUCHANAN. What about the purchaser?

Mr. HoDGSON. The purchaser, we're also supporting that that ex-
tension be—I believe that also has been proposed for a two-year ex-
tension.
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Mr. BUCHANAN. Because I think there’s a lot of people that will
buy homes if there’s some tax credits, as a way of stimulating the
market, move out of what they’ve got, if they can cut their energy
cost in half, and that’s a good thing for everybody.

Mr. HODGSON. Absolutely. That, I believe, is covered in 179 on
the commercial side. And I'm not a tax person, so I'm not sure
what the residential. I think it’s 25, with a letter after it.

Mr. BUCHANAN. Another thing, I'd like to get your general feel-
ing, just real quick, on the sub-prime. How did that affect your
area? You said 20 percent of homes that were sold in the last cou-
ple, three years were sub-prime lending, which, as you know, peo-
ple don’t qualify for conventional financing, so we created all this
creative financing. But what’s been your experience in your imme-
diate market, that area? What’s your thoughts on it?

Mr. HopGsoN. Well, Stockton occasionally gets national pub-
licity. One of those was about six weeks ago as being the fore-
closure capitol of the nation, so we have very direct experience.
And it’s approximately 40 percent of our market was sold in ‘05
and ‘06, about two out of every five homes were sold in the sub-
prime market, with sub-prime market-type loans. So that’s coming
back to really build inventory, and inventory, it’s a supply and de-
mand, so what we’re finding is that that’s going to depress our
market through 2008, probably through 2009. We're not looking for
any turn in our market through 2010.

Mr. BUuCHANAN. Okay. Thank you.

Mr. Misener, what’s been the experience, and I know Amazon
has been a huge success story, but what has been the growth on-
line sales, you said since ‘94. Has it continued to be 20 percent a
year? What is that number?

Mr. MISENER. Yes. Thank you, Mr. Buchanan. We just released
our quarterly report yesterday, and our growth was in excess of 30
percent, and so the online market does continue to grow. Roughly
30 percent of the units that ship as a result of the sale through
Amazon are from other sellers besides Amazon, our retail platform.

As I mentioned before, there are 1.3 million small businesses and
individuals who sell through Amazon’s platform. Picture this, if
someone comes to Amazon and wants to buy a particular product,
say a frying pan, they’ll come and see a picture of the frying pan.
There will be a description of the frying pan, and perhaps we’ll
have it for sale for a certain price. But right next to our sale price
is the price from other sellers, competing directly with us. And of-
tentimes it’s lower, and people buy. As I say, 30 percent of the
units sold through us were not by sales by Amazon.com. And, so,
we're seeing a sustained growth there.

The number of active customer accounts is now 79 million, that’s
people that have bought something in the past year from us, so
that, plus the overall demographics, which I mentioned before,
which I think are so important, that systematically small busi-
nesses are being under-counted in their online sales. So, it really
is a good news story, I think, at present.

Mr. BUCHANAN. It’s a great story. Let me ask you just prac-
tically, just I know a lot of companies have online sites. I mean,
it’s unbelievable. But my experience is that very few are very effec-
tive. Now, a lot of them are sometimes just informational, and
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that’s very helpful, helps people make a decision. But how do a lot
of these sites get more, and really I'm going to ask you, too, how
do they get more out of their sites, because my sense of it is, is that
for every hundred sites, there’s maybe two or three, I'm not talking
about big corporations, but I'm talking about small business, are
really effective in doing business in a significant way online. I
mean, I think it’s come a long way. Look at the overall numbers,
but there’s a lot more sites, but my own experience, if I was to
think of 100 sites, there’s probably five, ten that really have some
sense of figuring out where it’s really been a great tool. But I think
most of them are up there, and they don’t get the hits, and that.
But how does a small business really take advantage of it? And I
think, obviously, you've got some great opportunities, and obvi-
ously, Google does. But I want to have both of you focus a little bit
on that today.

Mr. MISENER. Sure. I'd be happy to, Mr. Buchanan.

Mr. BUCHANAN. And do you agree with my premise, that out of
100 sites that are up there for commercial use, small business, that
a lot of them are not nearly as effective as they can be. And I'm
sure there’s five or ten that really do a good job, but 90 percent are
not doing what they’d like to do with their sites. That’s just my ex-
perience.

Mr. MISENER. I don’t have statistics on that, but I think that
you’re probably in the right ball park. I think part of is a legacy
of the experience of the mid-90s. In the mid-90s, the way to get on-
line was to create your own web site and run it yourself. That was
the only option. But now there are so many other options, we see
people starting to switch over so that a lot of the services that are
technically difficult, payment processing, for example, or adver-
tising, or search functionality, or fulfillment, all these things are
difficult to manage, but now service providers are stepping in and
allowing small businesses again to concentrate on what they do
most.

We have this worldwide fulfillment network. This involves gigan-
tic distribution centers throughout our country and around the
world. Why not allow small businesses to come in and allow their
products to sit in our warehouses until they sell them, and then we
will take care of the shipping for them, so they don’t have to be
experts in shipping, or inventory management, and those sorts of
things.

So, I think despite the rather gloomy view of the web sites
around the Internet that you have and I share, I think we’re going
to see shifts now by small businesses to service firms, like our’s,
and others. We're not the only ones, of course. That will allow them
to concentrate on the things that they do best.

Mr. BUCHANAN. Let me ask you, and I'll ask both of you, one of
the things that’s a little more controversial, and I'm not for raising
sales tax, but how do we deal with this issue of Amazon, or my
son’s play football. They buy their shoes in Minnesota. They sell
into the state, a lot of local merchants, small businesses say that
you guys have an advantage over them because when they go buy
a book, they've got to pay 6 percent in Florida, or 8 percent in
Texas. What’s your position, just out of curiosity, about how we
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deal with that issue between the state getting their share, and that
being unfair to local merchants? What’s your thoughts on that?

Mr. MISENER. There’s a real simple way of getting at it. It’s
called the Streamline Sales Tax Project. This is where many states
have come together to simplify their sales tax codes. The reason
why Amazon currently is not required to collect sales tax in many
states is because of the Supreme Court decision back in 1992,
which said that the sales tax codes in our country are so inordi-
nately complex that it would be unconstitutional burden on
eCommerce, or interstate commerce for us to be required to collect.

We have taken it upon ourselves to participate with the states
to simplify their sales tax codes in an effort to get to the point
where it no longer would be that burden. And, so, my guidance
would simply be that if states are interested in this, to join in and
participate in the Streamline Sales Tax Project, which is aimed at
getting to the point of simplification, where companies like our’s
can collect.

Mr. BucHANAN. We want it to work for everybody, but it’s some-
thing that I deal with. I was Chairman of the Florida Chamber,
and it was a big issue on both sides, people felt about it.

Mr. Fischer, just supporting small business, and you guys have
done a lot in this area, how does that small company get more fo-
cused? I mean, obviously, if you're selling a product across the
country, it’s one thing, but how does a merchant in Sarasota, Flor-
ida, Tampa, Florida impact his local market? Maybe you're selling
a car, a house, they're not selling books across the country. How
does that work, where you can get the local impact, get the biggest
bang for the buck, working through Google?

Mr. FisCHER. Sure. Well, Congressman, one of the key features
of our advertising program is that we allow you to target not just
the type of audience, the particular searchers by their queries and
what they might be searching, but actually by location. So, for ex-
ample, you could choose Sarasota. You could choose the State of
Florida, you could choose particular areas to target. And some
small businesses want to sell nationwide, or even target the entire
world, and some it’s more appropriate for them to target specific
areas, and we enable them to do that.

If T might, I would like to just go back to your earlier question
about web sites, and how useful, and how well designed they are,
if I could. .

Chairwoman VELAZQUEZ. You will have 20 seconds.

Mr. FiscHER. Twenty seconds, sure. The only thing I would say
is I agree with your general premise, some are good, some need
work. We provide a series of free tools that actually allow adver-
tisers to both—sorry, web sites to actually track the use of their
web site, and to actually provide tools to optimize their web site to
improve it, because you're right. You can’t just have a web site, it
needs to be a good web site to be effective.

Chairwoman VELAZQUEZ. Thank you. Mr. Ellsworth.

Mr. ELLSWORTH. Thank you, Madam Chair. Thanks for holding
this important hearing, and thank you, gentlemen. I've learned
quite a bit.

I think I have solved one problem, though, today, for at least two
of you. Mr. Misener, if you take the Kindle and you download the
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Congressional record into that, and then give that to Mr. Hodgson,
there should be enough hot air contained in there to heat all the
homes that you build for the future, so it—so you might disagree.
Thank you very much.

I think you can hear the common theme through this Committee
in all of our hearings, is that we’re asking you to help us help you.
I think we went down the line. Mr. Hodgson, thank you. When I
meet with homebuilders back in Indiana, they’re very helpful, tell-
ing me just the nuts and bolts, the nitty gritty things they need,
and what really restrict them from—I know a couple of months ago
we were talking about the regulations on sidewalks in a very hilly
area, and how that hampers what they do, and what they have to
go through.

And one of the questions I have for you is, is your entire—in your
position on the energy efficiency, is that pervasive through your or-
ganization, is that your’s, or is that the homebuilders? It seems to
me, the folks back home had said that the requirements that we're
putting on are a bit restrictive, and adding to the cost, which is
slowly down their homebuilding. Just if you can quickly touch on
that, if that’s the position of the national organization?

Mr. HODGSON. It’s my position, not the national organization’s
position. I think NAHB has a very clear policy on what’s cost-effec-
tive, and how they determine energy efficiency codes. My niche in
the market is to drive builders to code, make sure they do a good
job, and design well, and then to push them beyond code. And we
have about a 20 percent market share in our area, which is Cali-
fornia, basically, the southwest. And we’re very strong advocates of
energy efficiency, so I think my leaning is on the left side of the
coast, which is also probably on the left side of the position of
NAHB.

Mr. ELLSWORTH. Okay. Thank you.

Dr. Ceru, again staying with that theme of, you've studied this
topic probably as much as anybody. One, two, three recommenda-
tions, if you were sitting in the Chairwoman’s seat, don’t try that,
what would you say? Something in our power that we can do to
help small businesses, you all do your job better, what would be
your recommendations? Mr. Steiger said here’s the three things, he
needs healthcare. What would be your list of three, if you could do
that?

Mr. CErRU. Well, I think healthcare certainly is a burning issue
for small businesses. As a small business owner myself for many
years, it was a significant portion of my payroll expenses, in addi-
tion to paying the federal and the state payroll taxes, disability,
and unemployment taxes. So healthcare is a burning issue.

Investment tax credits for small businesses is a very important
issue. As an owner of a technology company, we did benefit from
Section 179 benefits, as well. I think today they’re even more im-
portant. What we see at Babson College, and many of the colleges
throughout Massachusetts and the country, is a significant interest
in green technology, in energy-renewable technology, and many of
these will require significant time to get to market penetration,
and get to a pricing level that they become affordable on a mass
scale.Between the beginnings of that idea, and the reaping of prof-
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its from those products, I think on both the national, as well as the
state level, investment tax credits can be significant.

And probably the last one is to take into consideration the
sources of capital. Many entrepreneurs today are not getting tradi-
tional venture capital funding, theyre getting more angel invest-
ing, small business loans, and banking loans. And the restriction
of credit in today’s environment, that source of debt financing is
going to become more stringent, more difficult.

I, myself, participate in an angel investors group, and there’s be-
coming more of a conservative sway in that group. I think to in-
crease the benefits of investing and easing the restrictions, if you
will, from a tax onerous perspective on that investment is the "be-
ginning fuel for that new source of capital, and that new source of
activity.

Mr. ELLSWORTH. Thank you very much.

Madam Chair, I'd yield back. Thank you.

Chairwoman VELAZQUEZ Mr. King.

Mr. KING. Thank you, Madam Chair. I appreciate this hearing,
and I very much appreciate this testimony. I really have some-
thing, I hope I've got time to ask from each of you. But I turn first
to Dr. Steiger.

You made a mention of bad tax policy, and to make a clarifica-
tion into that, I'd ask you from a withholding perspective, you pay
wages on a weekly basis, I presume, and you’re doing at least
monthly deposits, I would think, on payroll taxes, and on income
tax. Is the federal government’s position, the message that you get,
that that’s not adequate, and that they have to then take the 3 per-
cent out of the top of any federal contracts you might have, in addi-
tion to the withholding?

Mr. STEIGER. My understanding, if I'm correct, is that there’s a
program out there that has been pushed off, but that if I sell any-
thing as a government contractor, or I sell anything under just part
of a government contract, that if I sold you a computer for a dollar,
and it cost me 96 cents, that the government paying me would
withhold 3 cents on that dollar.

Mr. KING. And then you get a big check back when you file your
income tax on April 15th.

Mr. STEIGER. A year later when I file my income tax, that turns
out to be -

Mr. KING. And then you would have to calculate into your price
the cost of that capital to carry that over.

Mr. STEIGER. I don’t think that helps anyone.

Mr. KING. And I agree. And I just wanted to illuminate that. My
point, though, is that you are now filing at least monthly
withholdings for your taxes and your payroll.

Mr. STEIGER. I think my payroll is within a few days of after I
pay my employees.

Mr. KiNG. Perhaps weekly.

Mr. STEIGER. Yes.

Mr. KING. And if that’s the case, then, the federal government
really doesn’t have a concern about whether you’re paying your
bills or not, because you’re paying them up front weekly or month-
ly. And to withhold an additional part, that’s—I just wanted to re-
iterate that point. I'm glad that you brought it up. That’s some-
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thing that I think intimidates the potential people that might want
to become the entrepreneurs, which I'd direct the next question
then to Dr. Ceru on that.

I'm interested in all of you, especially the entrepreneurial back-
ground. Dr. Ceru, as I read through your testimony, and simulta-
neous to the time you delivered it, I'm quite impressed with the
science that you put behind the evaluation of entrepreneurship.

I see in this testimony where you state, “Entrepreneurship is a
complex phenomenon.” And you’ve identified a lot of it, as much as
I've ever seen, but that complexity I don’t see referenced in your
testimony, that complexity of how do we measure, let me just say,
the intimidation effect of government regulation, or the fear of the
taxes that Mr. Steiger has referenced? What is the psychological
composition of the entrepreneur, is it genetic, is it nature versus
nurture? How do we raise more? And then, or if we can’t, how do
we then prepare a climate by which these entrepreneurs can grow
and blossom, as opposed to getting locked into the corporate struc-
ture for somebody other than their own aspirations?

Mr. CERU. This is, perhaps, my favorite question of all to answer.
It’s what most of my classes begin with, the question of nature
versus nurture with entrepreneurship. And what we found over the
years by anecdotal experience, and by studies across countries, is
that there are certain individuals who have talents that lend them-
selves more readily to entrepreneurship. That simply means they
are self-chosen. There are individuals who have the expressed in-
terest and desire in entrepreneurial activity, and we firmly believe,
and have proven that it can be taught. These are skills and tools
that can be taught.

Babson College, and I'm fortunate enough to be a part of this,
is actually working in conjunction with a charitable foundation to
develop a teaching curriculum for Latin America, for grade school
teachers to teach their children the foundations of business and en-
trepreneurship. So not only do we believe this, but we’re putting
it into practice. And those skills center around the basic under-
standing of business, a basic understanding of where opportunities
come from, and how to recognize an opportunity. And then from
there, the tools that help individuals to shape that opportunity into
a moldable business revenue model that enables success.

If I may just finally answer your question with, we're very fortu-
nate in this country, because we have a national culture that en-
courages experimentation, and does not penalize failure. Much as
no one wants to fail, we find that many entrepreneurs often will
start a business or two before they start a successful business. In
many parts of the world, this is culturally and nationally not ac-
ceptable. In this country, we’re very fortunate to allow individuals
to glake mistakes, and learn from those mistakes, and then pro-
ceed.

Mr. KING. I'm quite taken by this. And I would say that, I sug-
gest another look that might be also helpful with the perspective.
If one could go back and survey the entrepreneurs as they get clos-
er to the end of their career, the changes they might have observed,
and the difficulties of doing business in today’s climate versus that
of a quarter of a century ago, and ask them the specific question;
do you think you could do it over again, or would you do it over
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again knowing what you know today? Were they blissfully igno-
rant, and youthfully exuberant, and did that overcome the lack of
knowledge? And back to you, Dr. Ceru. And I recognize the clock
has ticked out.

Mr. CERU. Yes, I'll be very brief with this. It is both. Many of
the more seasoned entrepreneurs, if you will, will readily admit
that if they knew everything they knew in their more mature
years, they never would have taken the leap. But by the same
token, these tend to be serial entrepreneurs who have taken mul-
tiple leaps. And my own experience, I work with a group of CEOs,
six to twenty million dollar companies, they’re all serial entre-
preneurs. As their companies have been purchased by larger firms,
their tenure is six months or less before they leave the established
companies, and go back to yet another entrepreneurial activity.
They have the gray hair that I have, so they're still not afraid to
take that jump.

Mr. KING. I thank all the panel. I thank the Chair, and I yield
back.

Chairwoman VELAZQUEZ. Time has expired. Mr. Gonzélez.

Mr. GONZALEZ. Thank you very much, Madam Chair.

My question is going to be directed to Mr. Fischer. And I truly
believe this, that any business, big or small, just is not going to be
successful unless they really are Internet savvy. That’s where ev-
erything is going.

I appreciate everything Google has added, and it’s very inter-
esting, but there are a couple of issues, because I really would try
to get in my own mind an understanding, if I was a small business
person. I finally get to retire. I move to Hawaii, and I've got
Gonzo’s Custom Surf Shop. I've got my web site, and it’s an inter-
esting one. But the truth is, it’s all about search and placement in
order to get the eyes. And there’s two different ways of doing that.

I've got my web site. It’s pretty interesting. Hopefully, you’ll cap-
ture it when someone is searching for custom boards somewhere in
Hawaii. But, better yet, maybe I should also get an ad. I think that
enhances and increases the chances of certain people seeing my ad.
And that’s what I—I’'m going to reach from the search, which I'm
sure you've read. And it’s old now, but I think he was so far—
JohnBattelle, the pronunciation.

“Neal Moncrief couldn’t afford to have a bad quarter. In fact,
even a bad month made things a bit tense at home. Running your
own business is like that. When things go south at the office, you
take it home with you. As a small businessman, Moncrief lives on
the edge of profit and loss. A bad month means avoiding his local
banker, putting off home and car payments, and having less meat
on his family table. But Moncrief is proud of what he had achieved.
He built a small eCommerce company, survived the nuclear winter
of 2001-2002, and emerged with enough cash flow to take care of
his family. Moncrief has search engines to thank for that cash flow,
Google in particular. Thanks to the traffic that Google drove to
Moncrief’s online storefront, which I think was two big feet or
something, Moncrief no longer worked for the man.

Moncrief is one of tens of thousands of merchants who have
taken to the web since the Internet became a global phenomenon.
For every household brand built during the bubble’s infamous
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glory, eBay, Amazon, Expedia, thousands of Neal Moncriefs toiled
in relative obscurity building the web’s bike shops and insurance
agencies, it’s button merchants, and stroller stores. These digital
cousins of strip mall America are the very beating heart of the
United States economy. Small business writ large across cyber
space.

You think Amazon’s got scale, you think eBay is huge, mere
drops in the bucket. Amazon’s 2000 revenues were around $2.76
billion, but the Neal Moncriefs of the world” - and I think the Pro-
fessor will love this - “taken together drove more than $25 billion
across the net that same year, according to the United States gov-
ernment figures. That’s the power of the Internet. It’s a beast with
a very, very long tail. The head, eBay, Amazon, Yahoo, may get all
the attention, but the real story is in the tail. That’s where
Moncrief lives.

But while the web may offer access to hundreds of millions of
customers, you still have to let them know you exist” - which is get-
ting to my point. “When folks went looking for something, they
usually started at a search engine, and through some combination
of luck, good karma, and would seem like fair play, when folks
punch big feet or similar key words into Google, Neal’s site came
up first. Moncrief had never purchased an advertisement. All those
search engine referrals were organic. ‘We were the right answer for
the search, so why buy an ad.”

Now all that came to a crashing halt because he was no -when
he went into the search, or people did, he was no longer at the very
top. And the question was why? And I do want to get to that par-
ticular point.

“Google will have to determine what should come first when
someone is looking, for instance, hip-hop. Who gets to be first in
such a system? Who gets the traffic, the business, the profits? How
do you determine of all the possibilities, who wins, and who loses?
Because we all know when we go into a search, it’s huge, and hope-
fully you picked up Gonzo’s Custom Surf Shop. But, truly, I don’t
know if I'm going to be on page one, or page 100. If I'm page 100,
no one is ever going to get to me.”

So the question then goes, “Have we evolved where it’s just not
a web site any more. That’s not going to be enough. You are going
to have to go online with advertising.” And then the question is
how do you determine when Gonzo’s Surf Shop comes up next to
a particular search? Am I relegated to page 100? Do they have to
get to page 100 before Gonzo’s comes up, and my ad also pops up
at the same time.

Mr. FiscHER. Congressman, at its core, Google, of course, is a
search company. And above all else, we aspire and aim to have the
best possible search results available. And that’s a constant work
in progress. Since day one, and Google now being almost 10 years
old, we've constantly evolved, and we’re constantly improving,
working to improve our search engine and its capacity. And compa-
nies like, perhaps, Gonzo’s Surf Shop, with a good web site still do
appear, small businesses, plenty of small businesses do appear
near the top, some may not. And what we always say is that we
run our search engine, and for us, it’s a church and state issue.
You can’t buy your way to the top of the organic search results, but
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you can purchase ads. So you could have the best web site, and it
might be really relevant. And if you do, then you can show it for
free, like the example you mentioned out of the book. But you also
have the opportunity to buy in.

I'm happy to go longer, but I recognize we’re out of time, so I'll
stop there. And we can follow-up, and provide more details, if
you're interested.

Mr. GONZALEZ. Thank you, Madam Chair.

Chairwoman VELAZQUEZ. Ms. Hirono.

Ms. HiroNO. Thank you, Madam Chair. And I thank my col-
league for using the Hawaii surf shop as an example of an entre-
preneur.

I'm particularly interested in promoting green buildings and en-
ergy-efficient homes, so this is a question directed to Mr. Hodgson.
I commend your industry for stepping forward, and really pushing
the whole process of supporting green building.

You mentioned Code Section 45L. Now that is just a credit for
new homes, new homebuilding. Does it apply to remodeled homes?

Mr. HODGSON. 45L is for new homes. There is also a retrofit sec-
tion for energy-efficiency improvements for rehab, or remodel, or
renovation.

Ms. HIRONO. And is that an extensively used section by home-
builders?

Mr. HOoDGSON. Well, the homebuilders I deal with are people who
build new homes, and are not remodelers, so I'm not familiar with
that. But I presume it’s a code that’s being proposed to be extended
fox;1 two years, so I really couldn’t speak to the popularity of that
code.

Ms. HIRONO. Another question. I understand that there are na-
tional ANSI standards on green buildings, and there are a number
of areas that these standards cover. I'm wondering whether you
think that it would be a good idea for federal legislation, perhaps
another code section that incorporates the ANSI standards, so that
although it’s voluntary, any builder who builds to ANSI standards
with regard to green building should maybe get some other kind
of credit, tax credit?

Mr. HoDGSON. Well, the ANSI standards that have been devel-
oped by the International Code Council, and National Association
of Homebuilders are a building code, so there’s no credit associated,
tax credit associated with green building that I know of.

Ms. HiroNO. Yes, I realize there probably isn’t anything now,
and my question is, should there be? Should we move things along
even more than through the 45L tax credit?

Mr. HODGSON. I'm sure that would be an encouragement. Having
federal legislation to promote green building standards, in my opin-
ion, is not necessary, because the International Code Council is the
combination of the three, sub-national or regional codes. And when
they adopt this process, or adopt the ANSI-700 standard, which
should happen in their 2010 adoption process, it will then become
referenceable in the 49 states that use the I-Codes as a building
code.

Ms. HirRONO. Does that include Hawaii? You said 49.

Mr. HoDGSON. I think Hawaii is the example that it’s not in-
cluded, but I'll have staff get back to you on that.
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Ms. HIRONO. So you’re saying that’s adequate to promote green
building.

Mr. HODGSON. Correct. And then at that time, Congresswoman,
what will happen is the local jurisdiction, or the state will make
the call on what level of requirement they would want to have
within the green building code. The beauty of having an ANSI
standard is previous to this, there really was no building definition
of green. And now there’s a very good scale for the variety of fea-
tures that you've looked at for green building, so that now we could
have a measurable scale of what the green building is in the resi-
dential market, and what it’s not. And that will become an integral
part of our building code within three years.

Ms. HiroNO. Thank you very much. I yield back, Madam Chair.

Chairwoman VELAZQUEZ. Mr. Sestak.

Mr. SESTAK. Thank you, Madam Chair. I'm sorry I was late.

My questions may not have to do with the overall value attend-
ant to this hearing, but what I was curious about going through
the read-ahead is the value that small businesses give to the entre-
preneurship that’s made America great.

I guess my question is, do any of you see a depletion in the re-
sources that are necessary to do that, much like oil is going to run
out? I'm talking about human capital. China has passed us in the
IT exports throughout the world, and I think more than now, as
compared to 2001 until today, more than 50 percent of our IT com-
panies that were wholly owned by the United States at that time
now have foreign ownership.

More to the point, I guess, is number three guy in China said it
wasn’t the Harvards and the Yales we most admire about you, it’s
your community colleges that graduate the artisans that made your
manufacturing prowess what it is. So my question really has to do,
in my region, in Philadelphia region, Acker Shipyard, for the home-
builders kind of gets to this point. We’re importing 180 people to
do welding, because we can’t find the people with the skill any
longer to do welding. You know, when I had them during Viet Nam
War, you flipped your helmet, lit the arc, laid the bead. Now you
have to sit at a computer and lay out welding, the bead and all,
that old science of technology.

The question over here, I guess, is for small businesses, as you
see the value of going on the Internet and doing all this, I went
to four companies in Montgomery County in my district, and two
of them out-source over 50 percent of what they do, not because
they want to. They don’t want to. They have to get a telephone
book this thick through specs to India in order to make the kinds
of programs they want, where they would prefer to have Americans
do it. They just can’t find enough of them.

This innovation that is so rampant everybody says in small busi-
nesses, and attendant to this great spur that got us to where we
are, do you see that endangered from the artisan that helps your
business, to this wonderful IT ability to compete, now no longer
just with someone from Arkansas, but someone from overseas? It
seems to me that’s the most critical element for small businesses,
because you all talk about this innovation that comes from some-
where. Where is it going to come from 30, 40 years from now? Or
do you really don’t think this is an issue much at all? Sir?
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Mr. HoDGSON. Homebuilding is not high tech, fortunately. I
guess were a little on the low tech side, but one of the critical
issues as our market was growing previous to the last two years
was the lack of qualified personnel. And in the California market,
which I'm most familiar with, we made a very extensive effort, and
I actually came from the community college system, to set up some-
thing called The California Homebuilding Foundation. And it’s a
partnership between the building industry and 22 community col-
leges to train framers, plumbers, electricians. And they actually
give scholarships to these kids to go to community colleges. So I
think the lack of qualified personnel was a huge issue, as we were
going through our growth process of 2001-2006.

I'm not concerned with a lack of innovation in the homebuilding
market. Homebuilders respond to market forces, and the public
tells us what we need to build by what they buy. And as the mar-
ket changes, we've heard green building, there are a variety of
other issues in energy-efficiency and peak load reduction have been
on the west coast market. We respond well to those things, because
we survive well.

Mr. SESTAK. Amazon?.

Mr. MISENER. Just briefly, Congressman, we have two areas of
experience here. One is within our company, and the other is with
our customers. Within our company, it is a challenge to find quali-
fied technologists. It constantly is, we’d love to see better technical
education in our country to provide that steady stream of technical
expertise. But outside the company, for our customers, in par-
ticular for our small business sellers through our site, we’re doing
our work to take that technical requirement away from them, so
they don’t have to worry about being technically savvy, so we're ac-
tually in a circumstance where we think we are able to provide
services to our seller customers, and then inure to the benefits of
our buyer customers that remove those kinds of that technical ne-
cessity, so you don’t have to be an engineer from MIT to under-
stand how to run a good small business online.

Mr. SESTAK. Any comment?

Mr. FISCcHER. I would just agree with Mr. Misener is the sense
that we focus on innovation, and we evaluate success by something
that creates incredibly easy to use tools. And we usually measure
that by a success, as something like InSearch where we have hun-
dreds of millions of searches done in a month, and it’s easy to do.
And you can find what you're looking for. So when we think about
innovations, some of the tools that I've talked about to make it
easy for entrepreneurs to run their businesses effectively online,
and so what we focus on is getting the right talent, and then pro-
viding those kinds of innovations. And I don’t dare predict where

Mr. SESTAK. Talent is not a problem.

Mr. FiscHER. Talent is always, I would agree with Misener, tal-
ent is always an issue. And we see it as the driving force, if you
get strong talent, so we have some concerns. But in terms of inno-
vation, we think that we always—we will work hard to get the best
talent we can. And by creating an innovative environment, getting
people through some of the things that Dr. Ceru talked about, em-
bracing failure, not liking it, but willing to live with it, knowing
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that taking some risk is going to create the spirit of innovation and
opportunities for success. And that’s always been our approach,
and to-date has been successful.

Mr. SESTAK. There may not be time.

Mr. CERU. Over time, but if I may, Madam Chairwoman. Yes?

Chairwoman VELAZQUEZ. Yes, go ahead.

Mr. CERU. Yes. Thank you.

I'd like to address that from two perspectives. The first is to take
a look at it more from a historical trend, or change in models. And
I think that we’re witnessing a shift in the business models, and
in the economy in our country that’s happened at breakneck speed,
compared to the change from the industrial age, to the manufac-
turing age, to the knowledge economy that we’ve since survived in,
through the out-sourcing, and new models are being created.

My own perspective based on what I see working with young peo-
ple constantly, is that I'm very bullish on our future. I don’t think
there is a shortage of innovation. I don’t think there is a shortage
of interest. I think there is a broadening of the skill set in the
workforce, and some of that is an infusion of talent from other
countries, as we once again become once a different type of melting
pot. And I agree with my colleagues that there has been, and I
have seen a push at the regional and community college level to
educate young people for what was traditionally considered skilled
or trade person jobs, which also is going to be an ongoing, very ben-
eficial aspect of our economy.

Mr. SESTAK. Thank you.

Chairwoman VELAZQUEZ. Time is expired. Mr. Steiger.

Mr. STEIGER. I'll be very quick.

I think there’s two issues. One is yes, it’s hard to get good people,
and that’s a problem when good people are probably needed. But
don’t give up hope, because the entrepreneurial spirit is going on
all over the place. We're constantly getting new competitors. People
are constantly starting new businesses. We see great new competi-
tors join us every day, and so I don’t think there’s a long-term
worry. I think things are bright.

Chairwoman VELAZQUEZ. Time has expired.

I would like to ask a question to Mr. Misener.

In your testimony, you discussed the lack of accurate data re-
garding the online economy. And without such measures, it is real-
ly difficult to measure the impact of the Internet on our nation’s
economy, as well as the extent to which small firms have an online
presence.

Do you have any recommendations for developing a statistical
benchmark to more accurately measure eCommerce activity?

Mr. MiISENER. Madam Chairwoman, that’s a terrific question,
and certainly I do. It is the case that the federal government, as
well as private interests, have been missing the role of small busi-
ness selling online in a dramatic fashion. The Internet Retailers is
a prominent trade magazine which annually publishes its list of
top 500 sellers online, retailers online. Amazon is at the top of this
list. The most recent version of this had our 2006 sales of a little
bit under $11 billion in 2006, but it completely missed the sales
through platforms like eBay, which during the same period had
$52 billion of sales through its platform. eBay is not even on the
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list. Google is not on the list. Yahoo! Is not. Microsoft is not. They
missed these. They undercount them, and because so many of the
sales through the platforms like an eBay are by small businesses,
we're completely missing a large segment of the online economy.
And so I would love for the Census Department to drill down deep-
er with its eStats, instead of just looking at businesses, like they
tend to, and the business reports, try to delve down further to get
at the small business seller online.

Chairwoman VELAZQUEZ. Thank you.

Dr. Ceru, do you have any insights into how we can get better,
or more accurate data?

Mr. CERU. Most of what we track through our research with
GEM is more international, and more in terms of business starts,
and business stops. What I can tell you is more anecdotal, and
more I've seen at a local level, is that a lot of what happens
through the eCommerce arena doesn’t report out immediately, or
as quickly as some other sources do, so it is, in essence, under the
radar activity that becomes more difficult to track.

The question would come up is, are you tracking number of hits
to a given web site, or actual purchases through that web site, as
one of the distinguishing factors. And I think my colleagues are
p}ll"obably working on that very arena to try to get more closely to
that.

Chairwoman VELAZQUEZ. Thank you.

And my last question is to both Amazon and Google. We all know
that the Internet has the ability to level the playing field between
firms by allowing small businesses in remote areas to compete for
customers. Can you talk to us about any special efforts to reach out
to these businesses in rural locations to highlight the benefits of
eCommerce?

Mr. FiscHER. Congresswoman, as your question indicated, it’'s—
on the Internet, one of the beauties of the platform it creates is in
some ways there are no rural and urban businesses. There are just
businesses that have the opportunity to compete equally on a level
playing field, as you suggested.

Our primary focus is on trying to provide, as I've discussed, the
tools that enable that as simply as possible. We have a number of
outreach programs that we do in terms of outreach to different
types of communities to provide the necessary education. We do
that to certain communities, we do that to certain minority groups,
and so on, as appropriate. And our goal is to provide tools that
work effectively for all groups and all entrepreneurs, as effectively
as possible. It takes a variety of flavors, but largely, we think
there’s a lot more in common across these, and by creating a level
playing field, you can create tools, and you can create education
materials that will work effectively for a large group of entre-
preneurs. )

Chairwoman VELAZQUEZ. Mr. Misener.

Mr. MISENER. Yes, ma’am. I'll be brief. I certainly agree with Mr.
Fischer.

Just like the Internet has removed the barriers to consumers
whereby a rural or isolated community may not have but one or
two retail outlets, they’re no longer beholding to those one or two
retail outlets. They have the entire Internet available to them.
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Likewise, do small businesses. Small business selling through
Amazon isn’t beholding to just a local community of buyers, but
rather to the 79 million and growing active customers of Amazon.
So it really is a great enabler, and I think a very good news story
for small business.

Chairwoman VELAZQUEZ. Thank you. Mr. Buchanan.

Mr. BUCHANAN. I know that Madam Chair is going to want me
to be brief, so just real quick.

I wanted to get, Mr. Steiger, your experience. You said you had
good experience with the SBA, but were they with you there day
one when you were looking at—I assume you had a business plan.
Did they go through the business plan? I was just curious of the
experience that you had with the SBA, and then have you gone
back for additional capital? Because one of the things, I think, Doc-
tor, you said, and I don’t totally agree with, is the idea that I think
banks are getting tighter and tighter on credit, and I think we’re
going to have to look for vehicles like the SBA to stimulate the
economy. I'm not sure you said exactly that, but I just want to get
your quick analysis of how long it took, and that type of thing, in
30 seconds.

Mr. STEIGER. I didn’t use the SBA at start-up, or when we pur-
chased the business. I used the SBA when I knew I was stretching
myself to grow the business, to build a building to be stable, and
to—and I just bought my building six months ago, so it’s a recent
program. But it made the difference of being able to grow, and not
grow. And, in that case, I think it was important.

Mr. BucHANAN. Dr. Ceru, just to wrap up with you. I want to
thank you for what you’re doing, because I think we need to, and
this Committee does, we need to really celebrate risk-taking in en-
trepreneurship because that, in my opinion, is the way we compete
with China, India. We are in a global economy, and we've got to
do everything we can to embrace risk-taking. I know in Florida, the
Federation I headed up is 137,000 businesses. Those businesses, 99
percent were small business. Some day it will become—Google
started as a small business, becomes big some day, so what you're
doing in your area, we have to continue to do that.

Let me say this. What I heard a statistic, out of 100 - this is a
while back. The U.S. Chamber, 100 businesses, 92 fail in five
years, eight succeed. What is the biggest reasons that we—how can
we help more businesses, assuming only eight out of 100 succeed
in five years? What more can be done to—you think the biggest
challenge is for people that start up in business, why they fail?

Mr. CERU. We've seen a number of different issues, and they
range from not having a good plan, to not having a good operating
plan. And many times, we teach entrepreneurship, we have no
shortage of brilliant ideas. I tell students all the time there’s no
such thing as a not good idea, but is it a good business concept?
Is it a good business? And the shift from having that idea, turning
into operations, living with it, managing through it, is a skill set
that needs to be taught.

There are many agencies like the Small Business Administration
that does provide tools, and training for these individuals. I partici-
pate through the Small Business Educational Association of New
England, in providing some of that. So I think we have to provide
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them with resources, we have to provide them with go-to centers,
if you will. And at some point in time, we do have to provide them
with sources of short-term liquidity to help them manage through
what might be difficult periods in accounts receivable, or extended
downturns in the economy.

Mr. BUuCHANAN. And I guess that’s one thing I've seen or experi-
enced, is a lot times they run out of capital. They're always a little
more optimistic. It usually takes a little bit longer, costs a little bit
more. That’s probably a big component why some don’t succeed.
They just kind of quite not get there in the capital. Is that what
you've seen?

Mr. CERU. Some of that running out of capital is inefficient man-
agement of inventory, or inefficient management of receivables that
ultimately results in a reduction in capital. And the companies that
I've worked with that have had the best success with that have had
good internal management policies, combined with revolving line of
credit, as opposed to an extended loan.

Mr. BUCHANAN. And just the last question you touched on, is
how much of it is driven of the successful companies, is just person-
ality. What you touched on earlier, you didn’t put a percentage on
it. Let’s say 100 people go in business, and why some succeed, and
don’t. But how much of it is just the individual, he or she, that type
of thing, regardless? Because I've seen people, great plan, plenty of
capital, still not make it. But what’s your thought on that?

Mr. CERU. That fire in the belly, as we call it, is essential to get
the idea off and rolling, and started. But one of the things that
most entrepreneurs need to learn is, they may be the person to
start the business, but not the person to manage the business on
an ongoing basis. And one of our entrepreneurs who comes in to
speak at Babson College said it most eloquently, that entrepreneur-
ship is a team activity. And finding the right team members to fill
out your great idea is essential to keep the business going.

CﬁVIr. BUCHANAN. Thank you, doctor. And thank you, Madam
air.

Chairwoman VELAZQUEZ. I understand, Mr. Gonzélez, you want
to ask -

Mr. GONZALEZ. Just an observation, I guess, and that is, this
Committee’s chief concern is small business, as you obviously pick
up on that. And as business models change, technology moves for-
ward, we just can’t allow maybe what’s maybe going out there, I'm
not saying that it’s happening, that would ignore the needs of the
small business person. And I understand, Mr. Fischer, Google
doesn’t have a subscription service for Gonzo’s Custom Surf Shop
to be included in a search. And I think that’s the best business
models you guys could ever come up. And you still have to make
money at the end of the day, and I understand advertising.

The concern then is, does the advertising then bump the place-
ment, and such, and the exposure that a small business? And that
is really where I'm coming from on that, because that’s where you
make money, and I understand that.

Mr. Misener, the concern that I have, of course, with eCommerce
and such, it’s a blessing for many, and you've indicated that you
have many suppliers that are small businesses, and so on, that you
don’t have all of the inventory, and some of it is provided by small
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businesses. By the same token, I know that in San Antonio, histori-
cally, we’ve had a little bookshop, the Twig Book Store, or Book
Shop, and we thought it wasn’t going to survive Barnes & Noble
and Borders. They did. Now the question, I mean, they’re barely
hanging in there. The question is, is Borders or Barnes & Noble
going to survive online? And we understand all of that, and we still
have to be very mindful of what’s going on out there. And I under-
stand you also have to stay in business and make a profit at the
end of the day.

And there are some things that appear to be fair, and some
things that don’t. eBay and PayPal, and how they restrict the con-
sumer in the way in which they can purchase through their serv-
ice, all of that we have to be very mindful as to how the con-
sequence to small business men and women in America. But I com-
mend all of you. Thank you so much for you testimony today.

Chairwoman VELAZQUEZ. Before we wrap up, I just would like to
address a question to the two small businesses that are rep-
resented here.

We passed a first stimulus package, and there is discussion
about a second stimulus package. Mr. Hodgson, and Mr. Steiger, I
want you to answer this question based on your own business, and
your own industry.

What would you suggest is one legislative fix that will help your
business, your industry continue to create jobs?

Mr. HODGSON. The one fix for my personal company is the exten-
sion of 45L. Our niche is in the energy-efficiency market. I think
the stimulus to the housing market is the extension of the tax cred-
it, in general. .

Chairwoman VELAZQUEZ. Mr. Steiger.

Mr. STEIGER. I don’t know if I'm prepared to answer that. I think
I came -

Chairwoman VELAZQUEZ. You have a long list?

Mr. STEIGER. I have a long list.

Chairwoman VELAZQUEZ. You can submit it to us.

Well, thank you all so much. This was very insightful, and I real-
ly want to take this opportunity to say that it’s been a great hear-
ing. The information has been very valuable to us. And in the
sense that we continue to see how we can best provide legislative
fixes, so that we can enable small businesses in this country to con-
tinue to do what you do best, and that is creating jobs at a time
when the economy is in such a downturn and we need to see if we
can play any role to get this economy back on track. With that, I
thank you.

I ask unanimous consent that members will have five days to
submit a statement and supporting materials for the record with-
out objection. So ordered. This hearing is now adjourned. Thank
you.

[Whereupon, at 11:56 a.m., the Committee was adjourned.]
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STATEMENT
Of the Honorable Nydia M. Velazquez, Chairwoman
United States House of Representatives, Committee on Small Business
Full Committee Hearing: “The Role of Small Businesses in Stimulating the Economy”
Thursday, April 24, 2007, 10 a.m.

This forum takes place during the 45" anniversary of National Small Business Week. The
occasion reminds us of the important role that entrepreneurs play, employing half of the
private sector workforce and creating almost 80 percent of all new jobs. Small
businesses are also the country’s primary source of innovation and drivers of advances in
virtually every industry.

It is no exaggeration that small firms are the lifeblood of the American economy. That is
important to keep in mind, given challenges we are facing. The sub-prime mortgage
crisis continues, and oil prices are climbing to record highs. Unemployment is rising, and
our place as leaders of the global marketplace appears in peril. But small businesses can
help us get things back on track—if they have the right tools.

That’s why today’s hearing is so timely. It will explore how to best help entrepreneurs
continue their role in stimulating the American economy. We will do so with an eye
towards addressing current economic realities and look for solutions that lead to sustained
economic growth. :

Joining us, are witnesses from an array of cutting-edge industries. Their insights into the
challenges facing the economy will be added to our discussion of these issues. They will
also help explore how current challenges can be overcome through responsible policy and
strategic partnerships that are rooted in the work of American small firms.

As a nation, we can find a path from this economic downturn, to recovery and growth.
Small businesses have already proven they are very good at leading the way. In fact,
throughout history, entrepreneurial activity has been a principal reason our economy has
regained its strength. Many businesses begin during economic slow-downs, creating
jobs, products and services.

Take the last major recession as an example. During the early 1990°s, self-
employment—a core piece of the country’s small business sector-—was at an all-time
high of 7.7 percent. Moreover, some 25 percent of downsized managers over the age of
40 chose to start their own companies during this time. Most of their firms endure as
successful, modern enterprises. Others fared even betier, and have given birth to
companies such as those on today’s panel.
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Finally, it is no secret that during the late 20™ Century, technology was a key force in
jumpstarting—and expanding—economic activity. It remains so today. That was
evidenced in the SBIR/STTR reauthorization we approved in the House yesterday, with
overwhelming bipartisan support. It is also clear in the development and construction of
energy efficient homes, as well as the marketing, tracking and shipment of small business
products around the globe. Small businesses are leveraging the power of high tech tools.
These entrepreneurs are harnessing real-time communication, market-mapping software
and on-demand inventory systems. They are extending the reach of the Internet and
bridging the path to platform independence. With each step, they revitalize our economy
and build the market-leading America of tomorrow.

This Committee has always supported such efforts. At a time when small businesses—
and our nation as a whole—face daunting obstacles, we will redouble our work to
advance policies that help entrepreneurs thrive in the markets of the 21* Century.
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Opening Statement of Ranking Member Steve Chabot
The Role of Small Busi) in Stimulating the Ec

Madam Chairwoman, thank you for holding this hearing examining the role of small businesses in stimulating out
nation’s economy. I would also like to thank our impressive panel of witnesses. We are looking forward to
hearing your testimony. I'd like to extend a special welcome to Marc Steiger, a small businessman from my
district in Cincinnati.

It is fitting that we are holding this hearing during Small Business Week, as we recognize the contributions of
America’s small business owners and workers. These are the men and women who use their entreprencurial
talents to help improve our lives, sustain our economy, and expand opportunities for all of us.

There is no doubt that small businesses drive America’s economy, creating about 70% of the new jobs and
accounting for more than half of our private sector employees. These jobs are important, and in a time of
economic uncertainty, they become even more critical to moving our country forward.

Small businesses are playing an increasingly important role in the technology sector. Statistics show that they are
on the cutting edge of research, hiring 40% of all technology employees and generating thirteen times more patents
per employee than large firms.

Small firms also lead our nation in trade. NAFTA and Free Trade Agreements, such as those with Chile, Singapore
and Peru, boost prosperity, strengthen our ties with other nations and create and support new jobs for America’s
workers. Almost one third of all U.S. exports are generated by small businesses, and 97% of all U.S. exporters are
small companies.

Small businesses also create opportunities for every American. The Small Business Administration reports that
the number of women-, minority- and veteran-owned businesses is growing rapidly, and comprises an increasing
percentage of our economy.

These successes are impressive. But we must do all that we can to give small firms the tools to prosper. They need
access to capital, counseling, and programs to help them build and expand their businesses.

By supporting policies that keep taxes low, promote free trade, allow small businesses to pool together to purchase
health insurance, and reduce frivolous lawsuits, we can help small companies to compete.

Small businesses exemplify the American values of hard work, ingenuity, and achievement. And during Small
Business Week, we honor small companies for their vital contributions to their communities, and to our nation.

Again, Madam Chairwoman, thank you for holding this hearing. 1look forward to hearing from our witnesses. |
yield back,

Hit
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Statement of Rep. Jason Altmire
Committee on Small Business Hearing
“The Role of Small Businesses
in Stimulating the Economy”
April 24, 2008
Thank you, Madam Chair, for holding today’s hearing to discuss the role of small

businesses in stimulating the economy. Small businesses are not only an important
source of job growth in our country, but they also drive our innovative spirit. At time

when we must address the realities of today’s slowing economy, we must look to small

businesses to get us back on track and to help us sustain economic growth.

Today’s panel of witnesses will provide the committee with insights into the
challenges facing small businesses and how we can best assist entrepreneurs to continue
to stimulate our economy. Small businesses are on the cutting edge of the technology
sector, generating 13 times more patents per employee than larger firms and are taking
advantage of the tools that allow them to expand their business and keep America a
global leader in innovation. Maintaining this role is vital to our economic prosperity and

our global competitiveness.

Madam Chair, thank you again for holding this important hearing today. I yield

back the balance of my time.

###
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April 24, 2008

Thank you Madam Chair and Ranking Member Chabot. Many argue small business
tax preferences are hard to economically justify. They allege that these preferences
increase the return on investment at the expense of social welfare. But small
businesses are a vital source of job creation, economic opportunity and technological
innovation. Economic data indicates that small firms make a significant contribution
to this country. Small firms generate a large share of the new domestic jobs created
each year. So I appreciate all of your witness testimony today in order to overcome
obstacles small businesses face during this challenging economic climate.
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Introduction

Thank you for the opportunity to submit testimony on behalf of the National Association
of Home Builders (NAHB), representing more than 250,000 members in the home building,
remodeling, light commercial construction, and housing finance industry. My name is Mike
Hodgson and I am the President of ConSol in Stockton, California. Although a small business,
ConSol is one of the nation’s largest, independent residential energy consulting firms and has
been working for builders since 1981, providing a full range of services to improve quality
control of energy-related features in new homes.

Generally speaking, the home building industry is dominated by small businesses, 60% of
NAHB members build less than 25 homes per year and 88% have less than $5 million in annual
receipts. As Congress continues its work on passing critical housing stimulus legislation, there
are a number of ways to include important energy efficiency and sustainability incentives that
will have similar stimulative impacts on thousands of small businesses that comprise the
majority of our nation’s housing and related industries. Specifically, Congress should promote
voluntary energy efficiency programs, extend expiring tax incentives for highly efficient new
home construction, and provide incentives for the technology future of housing, i.e., green and
sustainable residential construction.

NAHB’s members are significantly impacted by the credit crunch and there is deep
concern that the dislocations in the financing markets will increase the depth and length of the
housing downturn. As so many businesses rely upon the strength of the housing industry, it is
critical that Congress act now to restore this vital part of the economy and provide small
businesses, which comprise the lion’s share of the nation’s economic engine, with incentives and
support to help reverse this slowdown.

This statement provides background and context for the current crisis in the housing
markets as well as some suggested solutions to address that crisis. Further, it explores an
important evolutionary step in residential construction — energy efficient construction and green
building, which will help address heightened concern with global climate change and represents
a significant growth area for home building.

Housing Market Conditions

The U.S. housing market now is in the contraction phase of the most pronounced housing
cycle since the Great Depression. This dramatic contraction has exacted a heavy toll on
economic growth and employment during the past two years, and now has pushed the U.S.
economy into recession according to NAHB macroeconomic analysis. The adverse economic
impacts of the housing contraction involve not only sharp declines in home sales and housing
production, but also depressing effects of falling home prices on household wealth and mortgage
credit quality. These events have provoked an alarming surge in mortgage foreclosures that have
cut into the homeownership rate. Further, events have seriously damaged financial institutions
holding mortgage assets, as well as companies that provide mortgage credit enhancement.
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The pronounced decline in mortgage credit quality first became evident in the subprime
mortgage sector last year, and that disaster triggered a stampede toward credit quality in national
and global credit markets. This process has essentially shut down or seriously damaged a wide
range of securities markets, including major components of the mortgage securities markets in
the U.S. The freezing-up of private securities markets, both here and abroad, has shifted credit
demands to government-related securities markets and to depository institutions — resulting in
higher loan volume and pressures on capital positions at the depositories. The banking system,
in turn, has been aggressively tightening lending standards in order to control volume, maintain
asset quality and shepherd capital.

With private securities markets in disarray and banks retrenching, a hona fide credit
crunch is underway. This credit crunch actually appears to be worsening despite the concerted
efforts of central banks here and abroad. The Federal Reserve has been easing monetary policy
aggressively since last fall, and probably will do more in the near future. These actions have
improved the functioning of short-term money markets, including the interbank markets, but the
Fed has not been able to relieve strains in longer-term credit markets.

With the deterioration of housing demand, exacerbated by the credit crisis and the fear
and uncertainty concerning future housing price declines, for-sale housing market inventories are
at historic levels. For example, the new homes inventory stands at 2 9.8 months supply. The
record volume of vacant homes on the for-sale market inevitably will put persistent downward
pressure on home prices for some time. These interrelated factors of inventories and home price
decline are central to the outlook for the economy and the financial markets.

Continued downward pressure on home prices also further saps the quality of outstanding
mortgage credit, making it even more difficult to refinance or restructure adjustable-rate
mortgages that have encountered or are facing payment resets. These effects, in turn, will
worsen the alarming upsurge in mortgage foreclosures; move even more homes onto the for-sale
market; put even more downward pressure on house prices and mortgage quality; and stretch out
the contraction in new housing production even further. This represents quite a feedback loop,
with ominous potential consequences for the U.S. economy and the financial markets.

Some have argued that the best way to bring the housing market into balance is to permit
housing prices to fall in an uncontrolled fashion over a short period of time. However, this path
of adjustment would most likely cause substantial collateral damage to the economy, to financial
markets and to America’s homeowners. Policymakers should not take that risk. A second round
of economic stimulus is urgently needed as a complement to monetary policy adjustments. This
time, stimulus measures should be directed squarely at the housing sector--the sector that is at the
root of the challenges facing the economy and the financial markets.

Implications for the Economy

With the deterioration of housing demand, exacerbated by the credit crisis and the fear
and uncertainty concerning future housing price declines, for-sale housing market inventories are
at historic levels. The record volume of vacant homes on the for-sale market inevitably will put
persistent downward pressure on home prices for some time. If housing prices fall significantly,
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as many economists expect, households spend less because they feel (and are) less wealthy. One
key reason for reduced consumer spending is that housing wealth is the primary source of
savings for most households. If housing prices fall, then homeowners’ wealth decreases. Asa
result, households may decrease current consumption to offset the lost wealth,

According to a January 2007 report from the Congressional Budget Office (CBO), a 10
percent decline in housing prices from peak to trough — a conservative estimate of what many
economists expect — would reduce consumption and ultimately subtract 0.4 to 2.2 percentage
points from Gross Domestic Product (GDP) growth. Given that many economists expect meager
growth in GDP this quarter, the CBO estimates indicate that falling housing prices can easily
push the economy into recession. In dollar terms, the CBO report estimates that a 10 percent
housing price decline would subtract $55 to $316 billion from GDP.

The contraction in the housing market also is having heavy direct effects on the national
economy. In the fourth quarter of 2007, residential fixed investment (home building) subtracted
1.2 percentage points from real GDP growth. In January, when the entire economy lost 17,000
jobs, home building lost more than 28,000. Total homebuilding employment is down by
400,000 since the peak in February 2006, a decline of more than 11 percent, and further declines
are inevitable during the months ahead. Furthermore, many home builders are now reporting
substantial financial losses when only a few years ago they were generating jobs, providing local
development and paying taxes.

NAHB Recommendations

Home Buver Tax Credit

Two causal factors in the current housing downturn and the related credit crunch are
declining house prices and excess inventory. These elements are equally central to the outlook
for the broader economy and the financial markets. Policies that stimulate home purchases in the
immediate future can pay huge dividends. The biggest bang for the buck most likely would be
provided by a temporary homebuyer tax credit, such as the credit approved recently by the House
Ways and Means Commiittee in the Housing Assistance Tax Act of 2008. Indeed, the recent
revival of interest among prospective buyers suggests that temporary credits could stimulate a
wave of home buying that could quickly reduce excess supply in housing markets and halt the
dangerous erosion of house prices and mortgage credit quality. NAHB applauds the Congress
for its efforts to create a homebuyer tax credit, and stand ready to work with Congress in crafting
the most effective credit to help solve the current economic crisis.

Expand the Net Operating Loss Deduction Carryvback

Home builders, like many businesses, are now reporting financial losses when a few
years ago they were generating jobs, providing local development and paying taxes. For home
builders large and small the importance of the ability to claim and carry back net operating losses
(NOL) deductions to years when significant taxes were paid cannot be overstated. The inability
to do so will result in the need to either increase high-cost borrowing or further liquidate land
and homes, which will only compound the existing inventory problem. The additional supply of
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homes and land on market for sale, of course, will put even more downward pressure on prices
and further add to the housing crisis. Ultimately, the result of this will be more layoffs of
workers and reduced development of communities.

Current law allows for a two-year carryback of NOLs, however, home builder losses
began in 2006. Expanding the carryback of NOLs beyond two to years when significant taxes
were paid provides financial resources to the home building sector as well as all businesses to
weather the economic downturn. Further, this will help all businesses, including financial
institutions and manufacturers, facing difficult economic decisions concerning employment.
Finally, an expansion of the NOL carryback simply allows businesses to accelerate their claim of
NOL deductions that under present law would be claimed in the future. The need for these
deductions today is critical.

Expand the Mortgage Revenue Bond Program

The existing Mortgage Revenue Bond (MRB) program also offers a method of increasing
housing demand. A special allocation of bonds to be used for either purchase or refinancing
would be beneficial for housing. The MRB program allows state and local governments to issue
tax-exempt debt that may be used to finance mortgages at below-market interest rates. Certain
technical restrictions concerning the MRB program could also be made more flexible to enhance
its use as an economic stimulus tool, These include the house price limits and the first-time
home buyer requirement. Expanding the reach of the MRB program would allow it to have the
largest effect, particularly for communities experiencing the possibility of a wave of foreclosures
or an extreme excess of inventory. Such positive results will help reduce pressure on housing
prices, thereby restoring financial institutions’ confidence in the housing market and reducing the
effects of the current credit crunch. NAHB thanks the House Ways and Means Committee in
approving a temporary $10 billion expansion of the MRB program the Housing Assistance Tax
Act of 2008.

The Next Evolution in Residential Construction

NAHB members currently build about 80% of all new units in the United States and, “by
2010, green could make up about 10% or more of the housing market depending on the right mix
of incentives and consumer education.” According to the Partnership for Advancing Technology
in Housing (PATH) and other government business surveys, the majority of builders of green
homes and manufacturers of green building technologies are small businesses. This is a
significant and important fact because housing comprises 16% of the U.S. GDP. The impact of
housing on the economy of the United States is substantial, and by encouraging growth in green
building, our nation’s home builders have the potential to profoundly affect sustainability and
conserve precious natural resources and our environment.

NAHB members are leaders in the green building movement and were active on this
effort long before the recent media interest in climate change and global warming. NAHB has
been working on green building alongside its 850+ state and local Home Builder Associations
(HBAs) for nearly a decade, which is longer than many other green building advocates have even
existed. In fact, NAHB will be hosting its 10" Annual National Green Building Conference in
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New Orleans next month and has consistently been ahead of the curve in promoting and
developing energy-efficient and environmentally-friendly construction techniques for the
mainstream home builder.

Being Green is much more than a tankless water heater and a little extra insulation in the
attic, it is a holistic approach to how the home exists on the land with the least impact, how
conservatively it uses resources; and how it provides healthy, safe, and decent shelter to the
resident. Simply put, building greener is building well. It means making intentional decisions
that positively impact energy efficiency, resource conservation and indoor environmental quality
throughout the entire design and construction process. Green means doing the right thing for the
builder, the homeowner, and, most importantly, the environment.

The recent strength and growth of green building is due in large part to its voluntary
nature, which provides builders and developers the flexibility that is essential for incorporating
the principles of sustainable design in innovative ways to construct a home that is both
environmentally sound and affordable to homebuyers. Green home building will continue to be
an important component and because of the current flexibility in green building options, builders
will be able to successfully adjust to the shifting market demand for greener homes.

NAHB Recommendations for Enhancing Green Building/Energy Efficiency
Extending Tax Incentives for New Energy-Efficient Homes

Perhaps the most important tool for promoting residential energy efficiency and
sustainability is to utilize the nation’s tax code. The Internal Revenue Code Section 45L New
Energy Efficient Home Credit, which was enacted as part of the Energy Policy Act of 2005, is a
key market incentive that shifts builders towards significant energy savings in new home
construction. The program allows a $2,000 tax credit to a home builder who constructs a
qualified new energy-efficient home, certified to achieve a 50 percent reduction in energy usage,
thereby adding a highly efficient home that will likely remain part of the nation’s housing stock
for 60 years or more.

Tax incentives are effective ways to promote energy efficiency because they combine the
tax incentive with market-determined supply and demand for home construction, Other
approaches, such as an artificially-imposed mandate, require government officials to sort through
reports in order to enforce rules and verify compliance. Meanwhile, a tax incentive simply
reduces the cost of construction above minimum building code requirements, i.e building highly
energy-efficient homes, thereby encouraging that behavior. Further, with a tax credit, important
production decisions are still reserved for builders, buyers and home owners. Consequently, a
tax credit program costs little to operate and does not require expensive administrative oversight
that is usually associated with a mandate,

NAHB has learned from its members that the credit is particularly beneficial to small
home builders, who in many cases have the flexibility to react to marketplace preferences, such
as the demand for highly efficient homes. The credit can be an effective means of developing
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and maturing this market, which would yield long term benefits with respect to our nation’s
energy needs.

Unfortunately, the credit is set to expire at the end of this year. The limited window of
applicability of the credit also limits its use. Home building is a lengthy process, and builders
are unlikely to participate in a program that may end before the construction process is
completed. Although the House recently passed H.R. 5351, and the Senate similar passed an
amendment to its housing stimulus legislation that extends this credit, there is still no agreement
between the chambers over the appropriate offsets. This political disagreement endangers the
possibility of extending this credit this year. Unless Congress can end the political debate and
extend this credit soon — with or without offsets — it will be a tremendous loss for my business
and will eliminate the only federal incentive for efficiency in new homes.

Finally, Congress should also increase the dollar amount of the credit. As nearly
everyone agrees that energy efficiency in buildings and homes is a major priority, so similarly
Congress should tackle this priority by offering a more meaningful incentive to those that bear
the most cost — i.¢., builders. Achieving the 50% threshold required by statute can be an
expensive proposition, especially for smaller builders. Home builders report that the increased
construction cost required to meet the 45L requirement can dramatically exceed the $2,000 tax
credit. In conjunction with the required basis adjustment (which reduces the value of the credit
to approximately $1300), the credit is somewhat limited in its effect. In today’s market, these
costs cannot be transferred to homebuyers, therefore Congress must provide a way that will help
builders ameliorate the expenses associated with achieving such high levels of code compliance.

National Green Building Standard

NAHB, in collaboration with the International Code Council (ICC), initiated a landmark
effort in February 2007 to establish the first national consensus standard on residential green
building for the United States that will be approved by the American National Standards Institute
(ANSI). Normally, standards development processes can take a while to complete, given the
extensive public input that requires full consideration. However, the need to develop appropriate
strategies to address growing environmental challenges like climate change has motivated our
industry to commit to a fast-tracked standards process because we believe that it simply cannot
be put off any longer. This process is completed and the Standard will exist as the only
consensus-based industry standard for residential green construction in the country.

As a national standard, ANSI requires consensus-based decision-making, opportunity for
public comment, and other processes to help guarantee that the Standard is acceptable to all
members of the home building industry, as well as to those who regulate them. This process
involves full participation from interested stakeholders who volunteer to sit on a Consensus
Committee, and who provide advice and counsel on how to build a green home, how to verify
and certify its integrity, and how to continuously update the standard to ensure improvement and
rigor. A membership roster of the official Consensus Committee of the National Green Building
Standard is attached to this statement.
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This membership roster includes the U.S. Green Building Council, the U.S.

Envrionmental Protection Agency, the U.S. Department of Energy, numerous city and state
housing officials, product manufacturers, insulation manufacturers, architects, and some of the
nation’s largest production home builders. Some of the guiding principles in this Standard
include the following:

>
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Lot Design, Preparation, and Development. Resource-cfficient site design and development
practices help reduce the environmental impacts and improve the energy performance of new
homes. Siting that saves trees, incorporates onsite storm water retention/infiltration features,
and orients the home to maximize passive solar heating and cooling are essential elements
used in planning a green home.

Resource Efficiency. Most successful green homes start at the design phase, which includes
the selection of materials to be used in its construction. Resource efficiency also means
reducing job-site waste by developing construction waste management plans, which includes
recycling, can reduce normal average construction waste by at least two-thirds, thus reducing
the burden on landfill space. Lastly, performing life-cycle analysis (LCA) on building
materials helps determine a more accurate impact on the environment, since some materials
can be rencwable, but very energy-intensive when considering their transport to job-sites.
The LCA process involves a “cradle to grade” philosophy and covers how the material is
recovered, the product manufacturing process, the home building process, the maintenance
and operation, the home demolition, and product reuse, recycling, and disposal.

Energy Efficiency. Energy consumption has profound impacts on our environment, from the
mining of fossil fuels to the emissions of burning non-renewable energy sources. The impact
of a home’s energy use over time is a significant factor in how that home will impact the
environment. Therefore, energy efficiency is heavily weighted in any green building
program. The greatest results in energy efficiency come from a “whole systems” approach.
Energy performance does not end with just increasing insulation, using renewable energy, or
upgrading the HVAC equipment. Green homes must have a balance between these features
and careful window placement, building envelope air sealing, duct sealing, and proper
placement of air and vapor bartiers from the foundation up to the attic. Once these features
are incorporated into the green home, then it will truly be high-performing, energy efficient,
less-expensive to operate, and more comfortable to live in than a conventionally-constructed
home.

Water Conservation. Implementing water conservation measures can reduce mean per
capita water usage from 64 gallons per day to 45 gallons per day. Thus, green homes are
especially welcome in areas affected by long- and short-term water supply issues. Green
homes conserve water both inside and outside the home with more efficient water delivery
systems, native and drought-resistant landscaping, and careful treatment of storm water and
wastewater in the construction process. .

Indoor Environmental Quality. Healthy indoor environments are another hallmark of green
building. Following energy efficiency, the quality of a home’s indoor air is often recognized
as the most important feature of a green home. Although no official authoritative definition
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exists of what healthy indoor air means, there are measures that green home builders can take
to mitigate the effects of potential contaminants by controlling the source, diluting the
source, or capturing some of the source through filtration.

» Operation, Maintenance, and Homeowner Education. Inadequate or improper maintenance
of a green home can defeat the designer and builder’s best efforts to create a resource-
efficient home. Failing to change air filters regularly, or neglecting to use kitchen and bath
exhaust fans in moist air, are very common mistakes most homeowners make. By giving
homeowners a manual that explains proper operation and maintenance procedures, includes
information on alternatives to toxic cleaning substances and lawn and garden chemicals, and
directs them to water-saving practices, a green home builder can help assure that the home
functions as carefully as it was constructed, in an environmentally-responsible manner.

Encompassing single- and multi-family construction, remodeling, and land development,
the National Green Building Standard demonstrates the level of urgency with which the housing
industry is approaching and addressing energy efficiency and sustainability issues. I am proud
of the continued effort of the home building community to create the first comprehensive
residential green construction standard that not only informs builders on how to build green, but
also educates homeowners on how to operate their home in an energy- and resource-efficient
manner. What has been developed is a standard that is flexible enough to adjust to the various
resource and energy concerns in the varying climate zones around the country, while at the same
time encouraging continued innovation in green technology that is already dramatically shifting
the market. Green building should continue to exist in its most flexible form.

National Green Building Program

In order to address climate change issues, NAHB is proactively contributing to efforts to
reduce greenhouse gas emissions by establishing a national green building program. With this
charge, NAHB members stepped up their national campaign to inform the public about the
innumerable benefits of green building and sustainability in housing design by launching the
National Green Building Program in February 2008 at the International Builders Show. In this
program, there is a substantial effort to market the green building standard as an effective
alternative, and to monitor state and local legislative and regulatory activity to ensure builders
retain the right to choose from the myriad of green building options and are not restricted to the
sole use of one branded product or rating system. Viable green alternatives exist in the market
today in both residential and commercial construction.

The NAHB National Green Building Program will help home builders push the green building
envelope and encourage innovation in green construction. Included in this effort are numerous
promotional and educational tools for small businesses affiliated with green building. At a time
when the challenge of climate change is moving people to live, work, and function in a more
environmentally responsible way, we need to have options to force green building technology to
its limit. NAHB’s National Green Building Program will provide those options for all builders
and, most importantly, will seek to inform current homeowners about how they can improve
existing homes with green remodeling, making home occupation and maintenance just as
efficient as new home construction.
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Conclusion

1 appreciate the opportunity to testify on behalf of the 235,000 members of NAHB
regarding the serious issues related to small businesses impacted by the credit crunch and
economic downturn. [ also thank the Committee for the opportunity to discuss the emerging
trends in energy efficiency and green building for residential construction. This is an exciting
area for our industry. NAHB looks forward to working with the Committee, and the Congress,
to develop effective policy responses to help small businesses weather the current housing crisis
and enable the continued growth of green building in residential construction.

Smaller businesses in the housing industry are at the cutting edge of pushing efficiency
and sustainability technology in home construction. As a small business working with the
housing industry to bring more efficiency and sustainability online, I urge you to seize this
golden opportunity to restore confidence to the housing market, promote home buying and
further growth in residential energy efficiency, and to extend and implement important tax
incentives supporting technology advancement in green residential construction. On behalf of
NAHB, I look forward to being a partner with the government in that effort, both now and in the
future.
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Good morning, Chairwoman Velazquez, Ranking Member Chabot, and members
of the Committee. My name is Paul Misener. and T am Amazon.com’s Vice President for
Global Public Policy. Thank you for inviting me to testify on this important topic; I am
delighted to respond to your specific requests to know how Amazon.com drives the
growth of small firms and about the effect that small companies have on the economy.

Madam Chairwoman, ! would like to offer you and your Commitice three
essential observationé this morning. First, the online economy has evolved dramatically
since its inception in the early 1990s. bringing unforeseen benefits to small businesses.
Second, these benefits arise not only from the new markets that can be reached online.
but also from the myriad retailing services now available online to small businesses by

Amazon.com and others. And, third, the demographics of today’s online economy can be
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surprising, particularly with respect to the share of the online economy held by small

businesses. With these observations in view, we may safely conclude that the online

marketplace is a very important avenue through which small businesses may help
stimulate the overall economy.

Before 1 describe the details of these three observations. Madam Chairwoman,

please let me make a note on terminology. Throughout my testimony today | will refer 10

“small businesses,” which [ mean to include low sales volume sole proprietorships,

partnerships, and corporations, all of which traditionally are considered “small

businesses,” as well as individuals making occasional sales outside of a defined or

separate business. The key unifying characteristic of small businesses online is not their

legal structure but, rather. that they sell at relatively low revenue volume.

EVOLUTION OF THE ONLINE ECONOMY

Madam Chairwoman, the Internet is a great enabler of small business. In its early
days, the online economy was a haven for innovative, technically-savvy small businesses,
and today it has evolved to become a crucial sales channel for all kinds of small
businesses, not just those with technical expertise.

In the mid-1990s, Amazon.com, Google, eBay, Yahoo!, and other currently well-
known Internet brands were obscure small businesses. They had in common the
technical skills that enabled them to provide content-based services using the Internet’s
physical infrastructure and a new online software application called the World Wide
Web. It's no accident that the founders of these companies were engineers. They not

only needed a business vision, they had to take a technically complex foundation ~ the
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Web — and turn it into something useful to non-technical people. These small business

owners overcame the technical challenges of putting up and running a website, attracting

consumer traffic to the site and, in a variety of ways, facilitating retail transactions. At
the time, none of this was easy.

But, as these small businesses grew into the service providers they are today, they
vastly simplified the task of getting small sellers online. Indeed, these companies now
provide services so that today’s small businesses need not be technically savvy to make
good use of the Internet. Today’s small businesses online need not understand how the
underlying Internet technology works nor even directly deal with it

Several different ecommerce business models now coexist and vigorously
compete on the Web. One model is traditional retail; most often by so-called “clicks and
mortar” companies that have both a physical store and a retail website. There also are a
“pure play” online traditional retailers, like Amazon.com’s original business.

Another important business model is “search” retail, whereby companies like
Google. Yahoo!, Microsoft’s MSN, and AOL provide online paths, preferential access.
and advertising to thousands of retail businesses.

A third kev mode] is “platform™ retail, whereby large companies such as
Amazon.com and eBay provide ecommerce services to other companies, both large and
small. Online transaction services, such as Amazon Payments, Google Checkout, eBay's
PayPal, and Yahoo! Wallet are also examples. Through Amazon.com’s platform, over a
million sellers — most of them small businesses and individuals - now have easy access to

over 75 million active consumer accounts worldwide.
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In sum, the online economy has evolved dramatically since its inception in the

1990s, bringing unforeseen market reach and other benefits to small businesses, which no

longer need techmcal expertise to sell on the Internet.

SERVICES AVAILABLE ONLINE

The benefits of the online economy arise not only from the new markets that can
be reached online, but also from the myriad retailing services now available online from
Amazon.com and others.

You have asked for an indication of how my company drives the growth of small
firms. Simply put, Amazon.com strives to provide our small business seller customers a
wide variety of retail tools so they can concentrate on the areas of their business they
know and like best.

For example, with “Product Ads on Amazon,” small businesses can easily and
efficiently advertise on Amazon.com the specific products available on their own
websites. For small businesses that don™t have their own websites, we offer several types
of services like “Selling on Amazon,” which allows small businesses to post their
inventory on our website without any individual item listing fees. When an item sells, we
handle the transaction including eredit card processing and, very importantly, payment
fraud protection, and the small business simply ships the item to the buyer.

Through our “WebStore by Amazon” service, we even create and run complete
ecommerce websites for small businesses who may not have the time or interest to do it

themselves. One delicious example is the Jelly Belly Qutlet, voww jelivbells outier

the famous purveyor of gourmet jelly beans.
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And, whether or not a small business has a website, we can provide the global
reach of our physical distribution network through our “Fulfillment by Amazon™ service.
Small businesses can simply send us their inventory. which we store in our warehouses
and, then, when the small business sclls an item - on their website. on our website, by
phone, or even in person ~ we pick it out of our warehouse shelves, pack it safely, and
ship it to the buyer. In this way, we spare small businesses the hassle of inventory
management and shipping and provide their customers a reliable fulfiliment experience.
The company named JumpSnap, at www jumpsnap.com, which sells the “Ropeless Jump
Rope™ and other exercise supplies. is a fit example of a small business using Fulfillment
by Amazon.

Within the past few vears, we also have begun to provide advanced computer
functions, such as Amazon Simple Storage Service, which allows small businesses 10
avoid investing in large digital storage devices that tend to be expensive and time-
consuming to maintain. We also provide computer database and computation services.

As for small businesses with media products, we make additional services
available. Amazon employs new business models and technologies that can help meet
consumer demand for books. music, and video in the “long til” of the market and. in
doing so, provide new outlets for individual creators and small publishing businesses.
Traditionally. the only way to begin to serve the media content market was to make
significant up-front investments to produce and ship large numbers of physical products
to many brick and mortar storcs. and hope that these products eventually would sell. This
is a risky approach, of course, and, even if a project succeeds, it requires significant up-

front investments in production and shipping.
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One simple way creators and small publishers can usc our retail platform to scll
into the long tail of the market for books, music CDs, and DVDs is through our “Amazon
Advantage” retail platform program in which they need to print or manufacture then ship
to us only a few books or discs. Small publishers then can offer these few copies to the
entire Amazon.com base of more than 75 million active customers. Clearly, the ratio of
potential consumers to the number of products that must be produced 1o enter the market
is far lower on Amazon.com than through traditional publication channels that end in
brick and mortar stores.

Another, even lower-cost and lower-risk way for individual creators and small
publishers to enter the market is through our “on demand” manufacturing services, which
are built on two innovative new technologies: print on demand and disc on demand. As
its name suggests, print on demand actually allows us to produce a paperback or
hardcover physical book afier a customer orders it, and have it delivered within days.
Likewise, disc on demand allows us to manufacture and deliver music CDs or video
DVDs within days of a customer order.

The up-front costs to small publishers of such on-demand books and discs are
limited only to providing Amazon the digital files and some bibliographic information
that we post on our website’s description of the product. We then take care of sales,
manufacturing, shipping. and customer service. Amazon even offers print lavout and
cover design. Small publishers thus have no need for high up-front investments,
additional manufacturing infrastructure, predictive printing, or inventory management.

Digital delivery is, of course, another low investment way to get media products

to consumers. We have rapidly growing digital music and video distribution services -
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Amazon MP3 and Amazon Unbox — that allow individual creators and small publishers
to sell their audio and video works online without ever reducing them to physical form.
Moreover, as you may have heard, we also have introduced the Amazon Kindle for

authors and publishers of books.

The Kindle is a portable reading device that can wirelessly download books,
blogs, newspapers, and magazines. Authors and small publishers easily can attract an
audience and distribute their works without the up-front investments in printing and
physical distribution that often act as significant barriers to entry,

We designed Kindle to provide an exceptional reading experience. Thanks to
“electronic paper,” a revolutionary new display technology, reading Kindle's screen is as
sharp and natural as reading ink on paper, with nothing like the strain and glare of a
computer screen. We wanted Kindle to be completely mobile and simple to use for
everyone, so we made it wireless; no personal computer is needed. Using the same radio
network as advanced cell phones. we deliver written content without the need to find a
"‘hotspol.” and without confusing wireléss service plans. yearly contracts, or monthly
bills. Newspaper subscriptions are delivered automatically and wirelessly each morning.
and most magazines arrive before they hit newsstands.

To reiterate, individual authors and small publishers are able to publish on Kindle
without the usual barriers to entry. On my own Kindle, 1 have several books from
individual authors and publishers who don’t need to have any physical books in print.

In sum. Madam Chairwoman, there are myriad online and online-related selling
services available to small businesses today. and Amazon.com strives to be the most

customer-centric provider of such services.
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DEMOGRAPHICS OF TODAY'S ONLINE ECONOMY

The demographics of today’s online economy can be surprising, particularlv with
respect to the share of the online economy held by small businesses. You have asked for
about the effect that small companies have on the economy. In response, 1 respectfully
draw to your attention to two important observations.

The first key observation is that, as we said from the very start of our company,
online retail will not entirely supplant physical stores. And we've been proven right.
Even after more than a decade of ecommerce, and despite the wild predictions of the late
1990s, still well over 90% of retail sales remain offline. There are good reasons, of
course, including that physical stores inform our senses of touch and smeﬁ and provide
opportunities for socializing in person. Nonetheless, online retail has been an arca of
continuing growth. including for small businesses.

The second key*observation is that the share of the online economy held by small
businesses is surprisingly large because it is systematically undercounted in surveys.
including by the U.S. Census. One need only look at rosters of the top online sellers ta
understand how small business sales are systematically missed. For example, the Internet
Retailer, an important trade publication, annually publishes a list of the top few hundred
retailers by revenues. Amazon.com is first on the frerner Retailer’s 2007 Top, 500 list,
which cites our nearly $11 billion in 2006 revenue. Yet, not all of that revenue is from
sales by Amazon’s retail business. An important and growing part of our business is
from service fees on sales made with our help by smaller sellers. Only these fees are

included in the revenue total, not the actual value of the sales.
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Moreover, pure platform and search service providers like eBay and Google don’t
even make the roster, in spite of the fact that, in the same year (2006) that Amazon posted
less than $11 billion in revenues, eBay transacted a whopping $52 billion through its site.
That is, little if any of the $52 billion of online sales through eBay are captured by the
Internet Retailer’s assessment of ccommerce. Also missing are other billions of dollars
transacted by small businesses online with the help of service providers such as Google,
Yahoo!, Microsoft, and AOL. |

U.S. Government surveys raise similar concerns, The U.S. Census Bureau's
quarterly “eStats”™ reports measure the size of clectronic commerce in part from the
quarterly reporting of publicly traded firms with revenues measured in the millions of
dollars. Obviously, most small businesses online would be missed under these criteria.
Although every five years the Bureau is able to supplement these statistics with a deeper
analysis of smaller companies, it still may go down only to those with about $1 million in
revenue per year. Therefore, the government's ability to capture sales information from
activities by small businesses online is very limited.

The upshot of this significant undercounting of sales by small businesses is that
the proportion of ecommerce by small business is greatly underestimated; the sales by
sellers with annual revenues on the order of a hundred thousand dollars likely could
account for as much as a quarter of all consumer ecommerce in the U.S. and. of course.
assuming a higher revenue threshold would reveal an even greater fraction of sales by
sellers considered small businesses. Obviously, the surprisingly high portion of
ecommerce conducted by small businesses means that such businesses can have a greater

effect on the online economy than may be generally assumed.
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CONCLUSION

In conclusion, Madam Chairwoman, the Internet is a great enabler of small
business, not just for companies like Amazon.com. which not long ago was a small
business itself, but also for today’s small businesses, which need not be technically savvy
to participate fully in ecommerce. The online economy has evolved dramatically since its
inception in the early 1990s, bringing unforeseen benefits to small businesses. These
benefits arise not only from the new markets that can be reached online, but also from the
myriad services now available online to small businesses by Amazon.com and other
providers. Lastly, the demographics of today’s online economy can be surprising,
particularly with respect to the large share of the online economy held by small
businesses. With these observations in view, we may salely conclude that the online
marketplace is a very important avenuc through which small businesses may help
stimulate the economy,

Thank vou again for inviting me to testify, I look forward 1o your questions.
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Chairwoman Velazquez, Ranking Member Chabot, Members of the Committee.

Thank you for inviting me to discuss the role of small businesses in stimulating the economy and,
more specifically, Google’s role in supporting the success of our nation’s entrepreneurs. My name is
David Fischer, and I'm the Vice President of Global Online Sales and Operations at Google where I
manage our online advertising business.

It’s a great pleasure to be hete to testify about American small businesses, which constitute one of
the most important and dynamic facets of our economy, and are essendal partners to Google.

As Pll explain today, Google is committed to helping small businesses prosper on the Internet.
Indeed, much of Google’s success is predicated on the success of our small business customers and
partners, and we place tremendous value on our relationship with these entrepreneurs. For many of
them, their success is fundamentally linked to the continuing growth of the Internet.

Today I want to share how these businesses are using the Internet to find customers more
efficiently, and about an entirely new and innovative part of the small business community that is
generating revenue through advertising — often in partnership with Google.

We believe that advertising can — and should - provide relevant information to users. In fact, we
think that ads should be just as useful to searchets as the search results themselves. This is the
driving philosophy behind our core advertising business, which accounts for nearly all of Google’s
revenue.

Today we have hundreds of thousand of advertisers using our advertising platform to reach
customers and hundreds of thousands of website publishers generating revenue by placing our ads
on their pages. A significant majority of these partners are small businesses, the success of which
depends on Internet advertising to attract customers and to generate revenue. It is in part through
advertising platforms like Google’s that even the smallest businesses can compete ~ and succeed ~
in the global marketplace.

1 would like to cover three main points in my testimony this morning:

First, 'l explain how online advertising enables small businesses to connect efficiently and cost-
effectively with new customers, often in their own communities.
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Second, I'll explore how advertising partnerships provide new sources of revenue for small websites,
sustaining a vibrant online market of niche content and commercial activity.

And last, Tll offer some comments on future trends in the Internet economy and opportunities that
these trends present for small businesses.

Connecting small business to new customers

Small businesses are increasingly going online to better connect with both existing and prospective
customers. This makes sense, given the amount of browsing and shopping that consumers do
online. According to the National Retail Federation, over 92 percent of adults regularly or
occasionally research products online before buying them in a store.

Online advertising enables small businesses to affordably and efficiently find their customers,
whether it’s a local plumber reaching a new customer down the block, or a niche antique dealer
connecting with a collector overseas. Small businesses are using Google’s AdWords advertising
program as a sort of matchmaking service for new customers they might otherwise not reach.

Here’s how it works: Through a simple online interface, businesses create short text ads for their
products and services and choose keywords associated with their products or services. Advertisers
then place bids indicating how much they are willing to pay if a user clicks on their ads. When a user
searches on a keyword relevant to an advertiset’s product ot service, the advertiser’s text ad appears
above or to the right of the search results, which are generated by our proptietary algorithm. For
example, when typing the word “flowers” into the search box, relevant search results will appear,
and these search results will be accompanied by advertisements on the right side of the page from
local and national florists.

Why do small businesses choose to advertise this way? We have found that small businesses use our
advertising system to compete effectively with much larger organizations, and they do so affordably
and efficiently. This is because an advertiser can set up an account with Google for just five dolfars
and then decide the maximum amount of money it wishes to spend on advertising. In fact, the
advertiser can even change its daily budget on the fly, so it’s never locked into a certain spending
amount. Also, advertisers typically pay us only when someone actually clicks on their ads, and they
often use free tools offered by Google that help them track the return on investment of every dollar
they spend with us.

When you compare AdWords advertising to a highway billboard for example, there’s no doubt that
search advertising allows small businesses to more efficiently find customers who are directly
interested in whar they are selling and to manage their advertising budgets more effectively.

Here’s one example of a successful small business that advertises through Google:

Bulb America, a Brooklyn, New York-based company, got started in 1998 with two employees
selling both lighting fixtures for use in theaters, nightclubs, and production studios, and energy
saving bulbs for the home. Bulb America has grown to over 25 employees with $6.5 million in total
sales in 2007. This growth has been driven largely by the company’s website. Bulb America created
its online store in 2003 and began using Google’s advertising tools in May of 2004 to reach
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customers in and outside of New York, and increase traffic to the Bulb America Web site. Today,
the company attributes about 65 percent of its sales to Google advertising,

Madam Chair, Bulb America is just one of thousands of businesses in your district, and across the
U, that are finding new sources of revenue through our advertising program.

'l take 2 moment to give you a second example, the story of one of our AdWords customers based
in Cincinnati, Ohio:

Swapalease.com is a 26-person operation owned by Richard and Ron Joseph that offers an online
marketplace for transferring car leases. When the brothers started the business in 2000, they tried
more traditional automotive marketing channels like billboards and print advettising, but the
expense of those media and the difficulty of measuring their effectiveness made the Josephs wary to
use the same approach in other markets. Swapalease.com signed up for AdWords in 2002. The
company discovered it could target customers throughout the U.S. and Canada affordably and with
significantly more granularity by using keywords focused on makes and models of cars.

Today, Swapalease allocates roughly 50 percent of its marketing budget to Google search
advertising. According to Scot Hall, executive vice president of operations for Swapalease, “Anyone
with an Internet connection can find our website. It’s like having a billboard in every major city ~
exactly what we couldn’t accomplish offline. Over the past three years, we’ve experienced year-on-
year growth of at least 25 percent. Our AdWords activities have been critical in the development of
our business.”

These stories underscore the transformative power of the Internet as a medium for empowering
small business advertisers.

AdWords is also helping small businesses connect with local customers, whether their business
operates primatily online or off. Finding information about local services is a major reason people
go online. In fact, a recent survey conducted by WebVisible and Nielsen reports that 74 percent of
respondents stated that they would turn to a search engine to find information on local products and
services. In response, we've developed innovative customization tools that enable advertisers to
find these customers by targeting their campaigns to specific geographic locations, certain languages,
or even searches conducted at certain times of the day. We also help local businesses easily create a
website so that when someone searches for them, they can be found on Google.com and on Google
Maps.

One of our Harlem, New York-based advertisers, Grandma’s Secrets, has used our advertising tools
to gain customers in the region where it delivers baked goods. A minority-owned business,
Grandma’s Secrets was started in 2001 when Regina Fagan built a website to capitalize on the love
for baking she developed as 2 young child. By targeting her Google advertisements to the New
York area, Regina has been able to turn a monthly Google advertising budget of $25 into $4,000 a
month in revenue. This revenue helped Regina purchase her first home and fulfill a lifelong dream
by taking her daughter to Paris.

1 cannot begin to tell you the amount of personal and professional satisfaction that I and my
colleagues at Google get from success stoties like Regina’s. They have taught me that small
businesses, given a worldwide advertising platform, flexibility in how and where they advertise, and
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the ability to target advertising to the right customers can succeed on the Internet through
advertising in ways we’ve never seen before.

Finding new revenue opportunities for web publishers

The web isn’t just helping small businesses find customers more efficiently. It’s also helping directly
fund a whole new breed of online entrepreneurs.

Here’s how Google’s helping to make that happen: In 2003, we extended the reach of our
advertising program through a new service called AdSense. Moving beyond just selling ads
alongside Google search results, we started paying owners of websites to let us place ads on their
pages, providing rich revenue opportunities for all parties.

Our AdSense technology analyzes the content of a partner’s web page to determine which
advertisements are most relevant to the content on the page. It then delivers those relevant ads to
the site. Every time a user clicks on one of those ads, Google shares a majority of the revenue we
generate from the advertiser with the website operator.

Our business model enables entrepreneurs, educators, bloggers, and many others to generate
revenue by sharing their expertise and opinions with the wotld. In many cases, these individuals are
able to dedicate themselves full-time to their publications because of the support they receive from
our advertising programs; they survive, and often thrive, on AdSense alone. Like our AdWords
advertising product, AdSense is a self-managed program, allowing even the smallest of web
publishers to participate in this powerful new revenue model.

In 2007, we paid out $4.5 billion to our partners, hundreds of thousands of which are small
businesses and entrepreneurs. What does this mean for American small businesses? Let’s look at a
couple of particular regions as examples. In the 12th district of New York alone, we paid out more
than $51.2 million to more than 6,000 AdSense partners in 2007. In the first district of Ohio, we
shared almost $1.6 million with approximately 2,000 partners last year.

Askthebuilder.com is just one example of an AdSense small business success stoty. It’s a one-
person website based in Cincinnat, Ohio, where newspaper columnist Tim Carter delivers practical
tips, in-depth how-to’s, and product information for handymen and handywomen across the
country. In April 2004, Carter added AdSense to his website and immediately experienced a jump in
revenue of 400 percent. Realizing that this relatively small change in advertising strategy had a big
impact on revenues, Carter set out to fine-tune his AdSense progtam to maximize his cash flow.
Today, Tim’s Askthebuilder.com AdSense revenue averages $1,400 a day and is growing.

Tim Cartet’s business is just one of thousands of dynamic online businesses that are leveraging
online advertising to create new economic opportunities and flexibility. From 2 retired “Gray
Googler” in Florida who runs an online business that allows her to earn more than her social
security and pension payments combined, to the couple in an Atlanta suburb who turned their
hobby website with cooking recipes into a revenue-generating business, we continue to see a
tremendous number of small business success stoties built on AdSense. We’re very pleased to help
support this proliferation of online commercial activity, robust and diverse speech, and
entrepreneurial spirit.
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Future Trends and Opportunities for Small Businesses

I'd like to conclude with a few thoughts about the future trends we sce emerging in the Internet
marketplace and the opportunities these developments present for small businesses.

The “Long Tail”

TI've spent much of my time talking today about small advertisers and web publishers. As I've
suggested, the vast majority of our advertising customers and partners hosting our ads are not
Fortune 500 companies, but small firms creating niche products for specific audiences.

This has to do with a term coined by Wired Magazine’s Chris Anderson — the “long tail.” That’s a
reference to a downward-sloping demand curve for goods, where the head of the curve reflects the
most widely popular goods, such as a blockbuster movie, and the tail end of the curve, which
reflects less popular niche products such as an obscure art film, extends out 2 very long way.

There are millions of small businesses, millions of website publishers, and billions of people
interacting on the long tail around products and services catering to individual tastes and
personalities. And the economic potential in this long tail is driving some of the most successful
and innovative businesses online today.

An important focus for Google is enabling our users” activity in this long tail, whether it’s providing
an answer to the most obscure search query or providing a platform like YouTube for sharing family
videos. In the case of our advertising tools, we’re lowering the barriers to entry for small firms to
market their products or to generate revenue for their websites, and then matching them up with
users who are interested in what they have to say or sell.

And we’re developing a host of other innovative technologies that enable small businesses to thrive.
While it is not the focus of my remarks today, 1 should mention our recent launch of a new set of
collaboration tools called Google Apps that provides businesses with free tools such as email and
spreadsheets.

We believe that the continued growth of small businesses — as well as economic activity in general —
is dependent on fostering activity among the millions of individual users and companies who make
up the vibrant online business community that exists today. And we also believe that the
proliferation of small businesses in the long tail is critical to the continuing success of the Internet
and the web as platforms for speech, commetce, and democratic participation. As the Committee
continues its work as a champion of small business, I would encourage you to consider how new
laws, regulations, and public policy initiatives impact these important trends.

Openness

I'd like to make a final point about the importance to small businesses of preserving the Internet as
an open platform. Today, any aspiring entrepreneur with a few dollars and a good idea can launch a
new business and find new customers and revenue online. Just a decade 2go, our founders were
graduate students in computer science at Stanford University when they launched their small
business, a new approach to searching the Intemnet. They started building technology in a dorm
room — the company’s first data center — to analyze the links that connect web pages.
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A free and competitive online economy that’s friendly to innovation enabled the success of Google’s
search engine. An open network did not require the new entrants to seck permission from
gatekeepers, and open standards allowed for robust interoperability between applications and ideas.

Preserving this openness online is critical to ensuring the success of a new generation of small
businesses. As policymakers interested in promoting and fostering small business, I urge you to
consider the openness of the Internet as a guiding principle in your legislative work, and as a critical
component to ensuring the continuing success of America’s small businesses.

Conclusion

Chairwoman Veldzquez, Ranking Member Chabot, and Members of the Committee, thank you for
the opportunity to testify today. As we celebrate Small Business Week in Washington and the
contzibutions of these firms to the U.S. economy, I appreciate the occasion to share Google’s efforts
to help drive the continued success of America’s small businesses and to create new revenue
opportunities and growth for small business on the Internet.

We lock forward to continuing our partnerships with these businesses, and to answering any
questions you might have about our efforts. Thank you.

* £ *
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Introduction
Chairwoman Velazquez and members of the Committee, thank you for inviting me to address this

committee and for the opportunity to talk with you about “The Role of Small Businesses in Stimulating
the Economy.”

My name is Dennis Ceru, and | am an Adjunct Professor of Entrepreneurship at Babson College where |
teach MBA courses in entrepreneurship and business strategy. | have over 25 years of experience
delivering successful business and technology solutions through leadership and management positions in
the high-tech, financial services, and healthcare fields.

The information that | will share with you today is derived in part from the research conducted by
Babson College, The Global Entrepreneurship Monitor as well as my own perspectives from my work
with entrepreneurship and small, growing and large companies.

Babson College

Located in Wellesley, Massachusetts; Babson College is recognized internationally for its entrepreneurial
leadership in a changing global environment. Babson grants BS, MS and MBA degrees. Babson programs
are accredited by the AACSB International—The Association to Advance Collegiate Schools of Business,
and the New England Association of Schools and Colleges.

What is GEM?

Initiated in 1999 as a joint venture of Babson College and London Business School, the Global
Entrepreneurship Monitor (GEM) project is the largest ongoing study of entrepreneurial dynamics in the
world, Over the years national teams from over 60 countries and more than 65 universities world-wide
have contributed to the project.

GEM is a major research project aimed at describing and analyzing entrepreneurial processes within a
wide range of countries. In particular, GEM focuses on three main objectives:

¢ To measure differences in the level of entrepreneurial activity between countries
* To uncover factors determining the levels of entrepreneurial activity
¢ To identify policies that may enhance the level of entrepreneurial activity

GEM data provides information on the innovativeness, competitiveness and sector distributions of

nascent entrepreneurs, thereby allowing scholars, business leaders and policy makers to study the
characteristics of the entrepreneurial landscape of various countries.

www.gemconsortium.org www.babson.edu
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Entrepren urship is important at both the individual and the national level. When entrepreneurs fail to
develop their full economic potential, the broader economy suffers. A better understanding of the
potential contribution of entrepreneurs fo the business landscape will allow the design of more
satisfactory programs and or regulation aimed at increasing the incidence and impact of entrepreneurship
to the economy.

www.gemconsortium.org www.babson.edy
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UNITED STATES - 2007

MAIN CHARACTERISTICS OF ENTREPRENERIAL ACTIVITY

The level of early-stage entrepreneurial activity in the United States for the year 2007 is at 9.6%; a
combination of nascent entrepreneurs (6.5%) and new business owners (3.4%). The overall level of
new and established businesses is at 8.4%

There are gender differences in early-stage entrepreneurship in the United States with 62.2% of the
early-stage entrepreneurs being male and 37.8% female. Of these, the majority identify an
opportunity (80.3% of males & 84.8% of the females) rather than a necessity motive for their
entrepreneurial activity.

Early-stage entrepreneurs in the United States believe their businesses have high potential with
22.0% expecting to create more than 10 jobs and over 50% growth in 5 years compared to only
7.1% of established business owners.

DEVELOPMENT OF ENTREPRENEURIAL ACTIVITY

Over 49.2% of early-stage companies plan to offer products that are new to some customers
contrasting with only 31.2% of established business owners making this claim. More than 37.0% of
early-stage ventures will use the very latest technology in their business as compared to 10.9% of
established businesses.

By age group, more early-stage entrepreneurs in the United States are under 34 years old (41.6%)
than established business owners where the most active group (33.1%) are over 45 years old. At
least 61.8% of these early-stage entrepreneurs have at least some

college education, with 51.7% having at least a college degree.

UNIQUE NATIONAL CHARACTERISTICS

Early-stage entrepreneurial activity in the United States is generally within the Consumer-oriented
services sector (42.1%) with the Business-oriented services sector (34,8%) close behind followed by
the Transforming sector (21.2%). There is little early-stage activity in the Extractive sector (3.7%).
Most of these early-stage companies (63.3%) expect at least some of their customers to be outside
the United States, and 12.4% expect a quarter or more of their customers to be outside the country.
Experts in entrepreneurship overwhelmingly believe that there is sufficient equity funding (75.5%),
debt funding (74.6%), and private funding (80.0%) for new and growing firms.

Government support for entrepreneurship is believed to be stronger at the local level (55%) than at
the national level (45%).

CURRENT ISSUES

The slump in the housing market is causing distress in the banking and home building industries.
Many small businesses and nascent entrepreneurs will be affected if the slump in the home building
industry is prolonged; however the Federal Reserve is responding with a substantial cut in the
interest rate.

Venture capital investments continue 1o grow with a 14% year-lo-year increase in

the annual amount invested portfolio companies in 2006 followed by an 11% increase in the first six
months of 2007.

Proposed tax legislation currently under consideration by Congress would change the treatment of
venture capitalists’ profits from capital gains to ordinary income, affecting early-stage companies that
represent the highest investment risk, but that also create the most jobs and opportunities for the
American economy.

KEY INDICATORS

Nascent 6.5% Entrepreneurs
New Firm 3.4% Entrepreneurship
Established 5.0% Business Owners

Overall Percentage of Early-Stage Activity
Opportunity-based 83%
Necessity-based 16%
Male entrepreneurs 62%
Female 38% Entrepreneurs www.gemconsortium.org www.babson.edu

WWW.gemconsortium.org www.babson.edu
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BACKGROUND

What is GEM?
Initiated in 1999 as a joint venture of Babson College and London Business School, the Giobal
Entrepreneurship Monitor (GEM) project is the fargest ongoing study of entrepreneurial dynamics in the
world. Over the years national teams from over 60 countries and more than 65 universities world-wide
have contributed to the project. A GEM planning meeting is held in January of each year where 200+
scholars from the various national teams collaborate with the coordination team in the collection of the
data and the development of the project. The January 2008 meeting was held at Babson College.
GEM is a major research project aimed at describing and analyzing entrepreneurial processes within a
wide range of countries. in particular, GEM focuses on three main objectives:

To measure differences in the level of entrepreneurial activity between countries

To uncover factors determining the levels of entrepreneurial activity

To identify policies that may enhance the level of entrepreneurial activity

GEM data provides information on the innovativeness, competitiveness and sectoral distributions of
nascent entrepreneurs, thereby allowing scholars to study the characteristics of the entrepreneurial
landscape of various countries.

Is GEM relevant for policy?

Because of its scale and scope, as well as its academic rigor, GEM has already had significant policy
impact in various countries and international organizations.

GEM data and analysis have been the catalyst for change {i.e., Finland Entrepreneurship Project
(2000), and Ireland Project on Women (2005))

GEM is accepted and well known as a Key Monitoring Instrument in well established policy
arenas (i.e., UK Competitiveness Council, Singapore and Spain Governments, Directory for European
Enlargement, UN African investment Advisory, Izdihar-Iraq USAID)

GEM is routinely quoted in policy papers (i.e., EU Green Paper and Action Plan, UK Treasury
Competitiveness Reporl, Report by the Chancellor of the Exchequer)

It takes a few years for a project of this size to stabilize. GEM is still very young. We expect its relevance
to increase even further in the next few years. Now in its 10w year, the GEM project is recognized as one
of the leading ongoing source of knowledge on enfrepreneurial activity in the world.

Why is GEM important?

important discoveries do not happen out of the blue in someone’s head. Like in any scientific effort,
important discoveries emerge as the result of long term research programs. GEM is the largest and most
developed research program on entrepreneurship in the world. Entrepreneurship matters for growth and
development. GEM is important because entrepreneurship is important and GEM has the potential to
make us discover important things about entrepreneurship. www.gemconsortium.org www.babson.edu

www.gemconsortium.org www.babson.edu
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GEM Data Coll ction: The Adult Population Survey

GEM takes a broad view of entrepreneurship and focuses on the role played by individuals in the
entrepreneurial process. Uniike most entrepreneurship data sets that measure newer and smaller firms,
GEM studies the behavior of individuals with respect to starting and managing a business. Furthermore,
GEM views entrepreneurship as a process and considers people in entrepreneurial activity in different
phases; from the very early phase when the business is in gestation to the established phase and
possibly discontinuation of the business. A key GEM indicator is the prevalence rate of early-stage
entrepreneurial activity (also known as the TEA index), represented by the shaded box in the figure
below.

Potential entrepreneur: knowledge and skills Nascent entrepreneur: Involved in setting up a business Owner-manager of a
young business (up to 3.5 years old)Qwner- ger of an established busi {more than 3.5 years old)Total early-stage
Entrepreneurial Activity (TEA) Conception Firm birth Persistence

Within this context, GEM provides an umbrella under which a wide variety of entrepreneurial
characteristics, such as motivations, innovativeness, competitiveness, and high-growth aspirations,
can be systematically and rigorously studied.

In high-income countries, as per capita income increases and more opportunities for
entrepreneurship may arise, the prevalence rate of early-stage entrepreneurship tends to increase.
However, cuitural, demographic, and institutional influences also shape the picture. For instance,
many EU-countries tend to exhibit similar prevalence rates of early-stage entrepreneurial activity.
Among high-income countries, iceland (12.5%), Hong Kong (10.0%), and the United States (9.6%)
show the highest levels of entrepreneurial activity. Lowest rates were found in Austria (2.4%), Puerto
Rico (3.1%), and Belgium (3.2%).

The GEM results confirm that early-stage entrepreneurship is more likely to be opportunity-driven in
high- income countries than in middle- and low-income countries, where entrepreneurship may in
many cases be the only option for making a living. In high-income countries, wider job opportunities
and social security provides more alternatives to entrepreneurship. This is also seen when
evaluating entrepreneurship as a full-time or part-time occupation. For example, in Norway and
Sweden, both countries with high per capita income and generous welfare systems, most early-
stage entrepreneurial activity is part-time.

Both the GEM “red tape” index and the equivalent World Bank index correlate negatively with high-
growth expectation entrepreneurial activity. All other things being equal, the more onerous a
country’s new business regulations, and the more local experts perceive these regulations to be
onerous, the lower the level of ambition among a country's entrepreneurs. www.gemconsortium.org
www babson.edu

www.gemconsortium.org www.babson.edy
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Defining Entrepreneurship

Entrepreneurship is a complex phenomenon that spans a variety of contexts. The varied definitions
in entrepreneurship literature reflect this complexity. In line with its objectives, GEM takes a broad
view of entrepreneurship and focuses on the role played by individuals in the entrepreneurial
process. Uniike most entrepreneurship data sets that measure newer and smalier firms, GEM
studies the behavior of individuals with respect to starting and managing a business. This
differentiates GEM from other data sets, most of which record firm-level data on (new) firm
registrations (see insert on next page). New firms are, most often, started by individuals, and
individuals typically determine the entrepreneurial attitude of established businesses, regardiess of
size. Another important aspect is that, from the start of the project in 1999, GEM views
entrepreneurship as a process and considers people in entrepreneurial activity in different phases,
from the very early phase when business are in gestation to the established phase and possibly
discontinuation of the business.

An individual entrepreneur who has succeeded in maintaining a business has gone through a
process, and the characteristics of his or her actions, are a very useful way to study entrepreneurial
behavior. The entrepreneurial process starts before the firm is operationat. Someone who is just
starting a venture and trying to make it in a very competitive market is an entrepreneur in spite of not
having high-growth aspirations. On the other hand, a person may be an established business owner
who has been in business for quite a number of years and still be innovative, competitive, and
growth minded. This person is also an entrepreneur. GEM provides an umbrella under which a wide
variety of entrepreneurial characteristics, such as motivations, innovativeness, competitiveness, and
high-growth aspirations, can be systematically and rigorously studied.

Within this context, the GEM data collection covers the life cycle of the entrepreneurial process and
looks at individuals at the point when they commit resources to start a business they expect to own
themselves (nascent entrepreneurs); when they currently own and manage a new business that has
paid salaries for more than three months but not more than 42 months (new business owners); and
when they own and manage an established business that has been in operation for more than 42
months (established business owners). Figure 1 summarizes the entrepreneurial process and GEM's
operational definitions.

Potential entrepreneur: knowledge and skills Nascent entrepreneur; Involved in setting up 2 business Owner-manager of a young business (up

to 3.5 years old)Owner-manager of an established business {more than 3.5 years old)Total early-stage Entrepreneurial Activity (TEA)
Conception Firm birth Persistence

Figure 1 The Entrepreneurial Process and GEM Operational Definitions www.gemconsortium.org
www.babson.edu

www.gemconsortium.org www.babson.edu
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Th Business Birthing Event

For GEM, the payment of any wages for more than three months to anybody, including the owners,
is considered to be the “birth event” of actual businesses. Thus, the distinction between nascent
entrepreneurs and new business owners depends on the age of the business. Businesses that have
paid salaries and wages for more than three months and iess than 42 months may be considered
new. The cut-off point of 42 months has been made on a combination of theoretical and operational
groundsi. The prevalence rate of nascent entrepreneurs and new business owners taken together
may be viewed as an indicator of early-stage entrepreneurial activity in a country. it represents
dynamic new firm activity; even if a fair share of nascent entrepreneurs do not succeed in getting the
business started, their actions may have an effect on the economy since they can put pressure on
incumbent firms to perform better.

Business owners who have paid salaries and wages for more than 42 months are classified as
“established business owners.” Their businesses have survived the liability of newness. High rates of
established business ownership may indeed indicate positive conditions for firm survival. However,
this is not necessarily the case. If a country exhibits high degree of established entrepreneurship
combined with low degree of early-stage entrepreneurial activity, this indicates a low level of
dynamism in entrepreneurial activity.

In 2007 over 150,000 adults were interviewed between May and October (outside holiday seasons)
with questions on their attitudes to and involvement in entrepreneurial activity in the 42 GEM nations.
www.gemconsortium.org www.babson.edu
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Glossary of Main Measures and Terminology

Measur

| Description

Entrepreneurial Activity Preval nc Rates in Adult Populati n

Nascent Entrepreneurship Rat

P of 18-64 population who are currently a

nascent enfrepreneur, i.e. actively involved in setting
up a business they will own or co-own; this business
has not paid salaries, wages or any other payments tg
ihe owners for more than 3 months

N w Business Ownership Rate

Percentage of 18-64 population who are currently a
owner-manager of a new business, i.e., owning and
ing a running b that has paid salaries,
wages or any other payments to the owners for more
than three months, but not more than 42 months

Early-Stage Entrepreneurial Activity (TEA)

Percentage of 18-64 population who are either a
nascent entrepreneur or owner-manager of a new
business (as defined elt')ove)

hip Rate

Percentage of 18-64 population who are currently
owner-manager of an established business, i.e.
owning and managing a running business that has
paid salaries, wages or any other payments to the
owners for more than 42 months

Overall Entrepreneurial Activity Rate

Percentage of 18-64 population who are either
involved in early-stage entrepreneurial activity or
owner-manager of an established business (as
defined above)

High Growth Expectation Early-Stage Entrepreneurial
Activity (HEA)

Percentage of 18-64 population who are either a
nascent entrepreneur or owner-manager of a new
business (as defined above) and expect to employ at
least 20 employees five years from now

Business Discontinuation Rate

Percentage of 18-64 population who have, in the past|
12 months, discontinued a business, either by selling,
shutting down or otherwise discontinuing an
owner/management relationship with the business.
Note: this is NOT a measure of business failure rates.

Characteristics of Early-Stage Entrepreneurial Activity

impr .vement-Drivan Opportunity Entrepreneurial
Yy P

Percentage of those involved in early-stage
entrepreneurial activity (as defined above) who (i)
claim to be driven by opportunity as opposed to findin
no other option for work; and (i) who indicate the mai
driver for being involved in this opportunity is being
independent or increasing their income, rather than
just maintaining their income

High p Early-Stage Entrep, f
Activity: Relative Prevalence

Percentage of early-stage entrepreneurs (as defined
above) who expect to employ at least 20 employees
five years from now

New Product-Market Oriented Early-Stage Entrepreneurial
Activity: Retative Prevalence

Percentage of early-stage entrepreneurs (as defined
above) who indicate that their product or service is
new to at least some customers and indicate that not
many businesses offer the same product or service

International-Oriented Early-Stage Entrepreneurial
Activity: Relative Prevalence

Percentage of early-stage entrepreneurs (as defined
above) who indicate that at ieast 25% of their
customers are from foreign countries

Entrepreneurial Perceptions

P rceived Opportunities

Percentage of 18-64 poputation {individuals involved i
any stage of entrepreneurial activity excluded)
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Introduction.

Good moming, Chairwoman Veldzquez, Ranking Member Chabot, and distinguished
members of the Committee. My name is Marc Steiger. I am appearing today as a
member of Computing Technology Industry Association (CompTIA), which represents
over 10,000 member companies. I also am appearing as the owner of a small business
that is working to do its part to fuel the American economy.

I want to thank Chairwoman Velazquez and Members of the Committee for holding this
important hearing to highlight the contribution of small businesses to the American
economy. 1 also want to thank this Committee for its vigilant work in maintaining watch
for issues that are important to small businesses, like my company, DLP Technologies. |
believe that your efforts to maintain public attention - and importantly, the attention of
Congress — on the needs of small businesses are vital to our economic well-being.

As this Committee certainly appreciates, small businesses are the backbone of the
American economy. According to the Small Business Administration, over 99% of the
26.8 million American businesses are small businesses with fewer than 500 employees.'
Further, small businesses:

Employ about half of all private sector employees.

Pay more than 45 percent of total U.S. private payroll.

Have generated 60 to 80 percent of net new jobs annually over the last decade.
Supplied 22.8 percent of the total value of federal prime contracts in FY 2006.
Hire 40 percent of high tech workers (such as scientists, engineers, and computer
workers).

® & & 0

VsB4 Office of Advocacy estimates based on data from the U.S. Dept. of Commerce, Bureau of the Census, and U.S.
Dept. of Labor, Employment and Training Administration.
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Further, small innovative firms produce 13 times more patents per employee than large
patenting firms, and their patents are twice as likely as large firm patents to be among the
one percent most cited.?

Small businesses are a vital source of the entrepreneurship, creativity, and innovation that
keeps our economy globally competitive. And as the economy stumbles, it is essential
that small business be positioned to find nimble and innovative ways to keep our
businesses moving.

CompTIA Overview.

I am a member of CompTIA, and I am a VAR. The typical small business does not have
an IT department but relies upon the services of an important segment of the computer
industry referred to as "Value Added Resellers” or VARs. VARs are small system
integrators that design, install, and maintain computer systems and networks for other
small businesses. An estimated 32,000 VARs, most of which are small businesses
themselves, sell approximately $43 billion dollars worth of computer hardware, software,
and services annually. This means that over one third of the computer hardware sold in
the U.S. today is sold by VARs.

Ms. Chairwoman, CompTIA represents the business interests of these VARs. For 25
years, CompTIA has provided research, networking, and partnering opportunities to its
10,000 mostly American member companies. And while CompTIA represents nearly
every major computer hardware manufacturer and software publisher, nearly 75% its
membership is comprised of American VARs - the small business component of the tech
industry. So, we particularly appreciate the opportunity to testify before this
Subcommittee.

As further background, in addition to representing the interests of VARs, CompTIA also
works to provide global policy leadership for the IT industry through our headquarters in
Chicago and our public policy offices in Washington, Brussels, Hong Kong, and Sao
Paulo. Also, in the computer industry, CompTIA is well known for the non-policy-
related services that it provides to advance industry growth: Standards, professional
certifications, industry education, and business solutions.

DLP Technologies Overview.

2 U.S. Dept. of Commerce, Bureau of the Census; Advocacy-funded research by Kathryn Kobe, 2007
(www.sha.goviadvo/research/rs299tot pdf); Federal Procurement Data System; Advocacy-funded research by CHI
Research, 2003 (www.sba.gov/advo/research/rs22510t.pdf); U.S. Dept. of Labor, Bureau of Labor Statistics, Current
Population Survey; U.S. Dept. of Commerce, International Trade

Administration.
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First, I would like for you to know that the SBA loan program has been of great benefit to
my company, and I thank you for your support of this valuable small business program.
Our company just purchased a commercial condominium for office space with SBA
guaranteed funds. Also, some of our emergency working capital is also backed by SBA
funds. The SBA program helped us lock in a credit approval for a long enough period to
build our building, made it easier for us to get approval through the SBA taking part of
the credit risk, and allowed us to lock in part of our financing for 20 years, putting our
business growth plan on a more stable footing.

DLP Technologies, Inc. has worked with small and medium sized businesses in the
Cincinnati area for over 25 years. We work with small businesses becoming their IT
support department, helping their computer users, managing their computer
infrastructure, and helping the business become more efficient and effective by helping to
plan their IT projects. We also work with mid-market companies on a project basis in the
areas of Microsoft infrastructure, storage, virtualization, and data centers. We have about
100 small business clients in the Cincinnati area, in many diverse industries, from law
firms to printers, from small manufacturers to nursing homes, from chains of opticians to
chains of chili parlors, from construction firms to retailers.

DLP supports the American economy as the employer of 11 employees with a payroll of
$675,000. We pay approximately $55,000 annually in payroll taxes, and we support our
employees by providing a full program of benefits. We also support our community by
paying all required fees and taxes. However, our major contribution to the economy is
through the impact we have on our clients. We support their users, keep their IT
equipment functioning, and help plan their IT projects to support their businesses goals.

Companies like mine play an integral role to the American economy. We implement the
IT that makes both the personal and business lives of our clients better, more prosperous,
enriching and productive. Over the past decade, IT has enabled unthinkable productivity
gains to the American economy. During this period, small businesses in America have
embraced IT wholeheartedly. The market-leveling abilities of IT mean that it has become
near-universal for small businesses. Even the average ice cream vendor uses IT to
transact business. Why? Small businesses now recognize that to remain competitive,
they must effectively employ the latest IT tools.

Though VARSs do not generally manufacture IT itself, we do innovate IT solutions for our
clients. Among other things, we support their users, keep their IT equipment functioning
and up-to-date, and help plan their IT projects that best foster their businesses goals.
Thus, VARSs perform the majority of work in wiring America with IT, helping small
businesses better compete and enabling from the those companies a near-endless variety
of consumer goods and services at ever-more competitive prices.

I would like to give 2 examples of the kind of impact our services can make on our
clients' productivity.
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Last year, we did a technology project for The Counseling Source, a provider of mental
health services for the elderly located in Cincinnati, OHIO. Our client had been in
business for 18 years, but due to the administrative constraints of having clinical staff
return to the office for record keeping and billing purposes, they had not been able to
extend their reach beyond 25 miles. Because of the project we completed for this client,
they are now able to range into any Ohio county and are now able to serve 300 clients, up
from 200 before the project. Also, they have increased their clinical staff by 50% while
decreasing their administrative staff from 10 employees to 4. This is a prime example of
how we assist our client to reduce waste and increase productivity. Their CEO tells me
they will continue to grow, because they now have discovered that there is great need for
their counseling services throughout Ohio.

Another example is a project we did for Thoma and Sutton Eye Care Professionals, a 22
store optical chain located in Cincinnati, Ohio. By upgrading and supporting their
technology platform, we were able to improve their productivity, and allow an 8%
increase in sales with no increase in personnel. We also supported their increase in size
by 2 stores by allowing their management to concentrate on more important matters
while we took responsibility for technology issues. Their CEO asks me to emphasize to
you today that they relied on the Section 179 expensing program to make their
technology investment affordable; he told me that his company would not have made the
investment without the Section 179 expensing provision.

We work with 100 small business clients just like the ones I just described supporting
them every day. We also work with another 15-30 larger mid-market clients with up to
1,000 employees, on productivity boosting IT projects. This is how DLP, along with all
our small business VAR competitors, make a significant impact on the productivity of the
American economy.

Issues of Concern to Small Technology Businesses.

Sometimes our small businesses need the assistance of government; sometimes we need
government to stay out of the way. Iknow this Committee is well-aware of how
government can help or harm. So today, I would like to mention a few issues of concern
to me and other small technology businesses:

1. Health Care. The cost of health care insurance is becoming more and more out of
reach for small businesses. Ipay $68,000 in annual premiums for 11 employees; this is
10% of my total employee costs. So far, I consider myself lucky, as our employees have
not faced any major health issues. But what if we have a huge claim tomorrow? My
costs could double or triple overnight. Why should 1 have a competitive advantage over
another business whose only fault is that someone on their staff or family happens to get
very sick? Businesses should compete on the basis of our procedures, our employee’s
training, our company vision, not because we were lucky with healthcare claims. Why
do we have a system that incents us to employ the young versus the older? My first
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thought upon hearing of an illness in an employee or their family should be that person’s
welfare — not how this will affect our health insurance rates. This system is not healthy,
and the status quo is no longer working and needs to be changed.

So why do I offer health coverage? If I did not, my employees would leave — or I would
have to increase salaries so that my employees could purchase private coverage —
assuming they could find an insurance provider. The cost of health coverage for my
employees is just too high, and I suspect the vast majority of the other 26 million small
businesses have the same problem. We need help. For years, we have heard talk of
providing some health care relief or assistance for small businesses.

Accordingly, CompTIA calls for establishment of a Small Business Health Care
Coverage Task Force. We believe that solutions to the many involved issues can only be
derived with the open and studied consultation of all interested parties. Further, we
believe that an ongoing task force composed of small businesses, as well as all other
interested concerns, could work to define the issues and achieve consensus. This would
be a great step in addressing this immediate problem.

2. Health Information Technology. CompTIA also support the adoption of health
information technology (“HIT”) as a means to provide more efficient and less costly
health care. We believe that we must take a serious look at what can and should be done
to control costs and provide cost savings via adoption of health information technology.
Clearly small business health plans will bring some administrative savings through
pooling, but we also need to find ways to reduce to the underlying costs.

However, as we want to emphasize to this committee that a “national” HIT system will
not be effective unless we can assure that small medical practitioners participate.
Accordingly, we support legislation that will provide needed economic and/ or tax
incentive that will encourage and assist small health care providers to purchase and
maintain HIT systems for their practices.

3. Small Business Expensing - Section 179. As a small business, we are especially
appreciative of the work of this Committee in bringing national attention to taxation

issues affecting small businesses. And, on behalf of all CompTIA members and DLP
Technologies, I want to personally thank and congratulate this Committee for its work in
championing the need and benefits of section 179 small business expensing. Of course,
we are very appreciative of the increase to $200,000 enacted under the recent economic
stimulus legislation. As I said earlier, one of my clients specifically identified the section
179 program as allowing him to afford a $100,000 project last year that allowed him to
increase productivity 8%. And, while we are most appreciative of this one-year bump,
we ask for your support in making this $200,000 limitation a permanent part of the tax
code.
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4. 3% Withholding on Government Contracts. We are concerned with the impending
implementation of a 3% federal income tax withholding on government payments to
contractors. DLP does make product sales to Universities and some school districts. My
margin on this business is about 6 to 10%. So, a 3% withholding would represent 30-
50% of my gross profits, which is a huge disincentive for me to continue with this
business. I believe that small businesses will be particularly hard hit by this 3% federal
income tax withholding. I want to thank this Committee for its work in this area, and I
congratulate your persistence in passing legislation that would delay the effective date of
this provision until 2012. This was bad tax policy when it passed, and it is bad tax policy
now. We all know this will be devastating for small businesses that provide services to
federal, state, and local governments. So, while we are pleased with the additional year
of breathing room, this provision should be repealed, not just deferred.

S._IT Security. In addition to building and maintaining a properly functioning IT
infrastructure for our smail business clients, we also must be vigilant and encourage our
clients to be watchful concerning issues of data and cyber security. This is a never-
ending battle, and we must do all we can to protect our clients. While we keep current on
alerts from our software suppliers and industry advisories, we find there is no coordinated
program - either public or private - that can be accessed by either me or my clients to
educate and alert on current or evolving cyber security issues and threats. In many
situations, security violations could be avoided if there were some coordinated effort to
collect, organize, and publish such threats so that IT users — both individuals and
businesses ~ could be educated and forewarned.

IT security is important; it is essential for my clients. It is time for us to take a serious
look at what can and needs to be done - and how this Committee can assist. Accordingly,
we urge this Committee to implement legislation that would create a small business cyber
security task force. Such a blue-ribbon panel could bring together experts from the SBA,
the Department of Homeland Security, IT industry hardware and software vendors, and
small businesses to figure out how industry and the government can work together more
effectively to promote cyber security among small businesses.

6. Patent Reform. Patent reform benefits all technology companies, including VARs
and technology workers who are dependent upon the commercial availability of a steady
stream of technology innovation to promote sales of new products and services. A
streamlined patent system that improves patent quality and reduces patent litigation
expense will expand the technology product pipeline so critical to the business success of
VARs.

Here is a specific example where we need to reduce litigation: Under current law, even if
a small business produces only a piece of a microprocessor in a PC, another company that
alleges infringement may demand damages based on the value of the entire computer.
This threat of artificially high damages encourages aggressive litigation tactics and
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premature settlements, especially for small business owners who do not have the
resources to weather a lengthy patent dispute.

The same concerns that have prompted a call for patent reform from a broad spectrum of
businesses —including financial services firms, high tech, and media — are only magnified
when it comes to small business owners. Small businesses rely on patents to protect their
latest innovations, which are often the foundation of their company. By strengthening and
clarifying the process for obtaining and enforcing patents, and ensuring fair and even-
handed treatment in the courts, small business owners and inventors will again be able to
focus on developing new products and remaining competitive.

7. Business Activity Taxes. As states seek to maintain or expand both their tax bases
and collections, CompTIA has noted increasing attempts to tax interstate transactions.
One of the basic principles in the Supreme Court treatment of this issue of the Quill
decision’ is faimess. That is, it is principally unfair and burdensome for a state to require
a business to collect sales and use taxes — when that business has no physical presence in
the taxing state. Clearly, for the typical small business, this would impose a substantial
burden. In addition to collecting and paying over sales taxes to multiple jurisdictions, the
business would also be burdened with a multiplicity of compliance requirements.

However, while the Quill decision requires a physical nexus in situations involving sales
and use taxes, this decision did not specifically address other forms of taxation.
Therefore, while physical nexus continues to control sales and use tax collections, some
states are now seeking to ignore this requirement for other forms of taxation — asserting
that an “economic nexus” is sufficient. Under this theory, some states have attempted to
tax any transaction that has an economic nexus to that state. This is bad tax policy which
will result in unmanageable tax and compliance problems for all businesses.

Imposition of business activity taxes under the economic nexus theory imposes a
particularly burdensome regime on the IT industry. For example, a VAR located in State
A is engaged by a customer in State B to solve a software issue. The VAR has no place
of business in State B and has never visited State B. But, without ever entering State B,
the VAR connects to the customer’s computer via the Internet; the computer is repaired
and the customer is billed for this service. Under the economic nexus theory, State B
could assert that income earned by the VAR is subject to income and franchise taxes in
State B. Also, because the VAR is a resident and is physically present in State A, State A
would likewise seek to tax these earnings. It is easy to see how adoption of the economic
nexus will usher in a burdensome and complex new multiplicity of tax regimes for all
businesses. This would be most devastating for small businesses which have neither (i)
the expertise to learn the taxing requirement of all states, nor (ii) the money to pay a
professional to comply with multiple taxing authorities.

3 Quill Corp. v. North Dakota, 504 U.S. 298 (1992).
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8. Needless Regulation of the Internet. More than any other single factor, the Internet
has revolutionized American small business over the brief past decade. Small businesses
rely on the Internet for marketing, advertising, supply chain, research, administration,
communications and many other critical functions. The Internet has empowered
countless small businesses to compete with large corporations and it has literally created
countless new small businesses.

One of the most important reasons that the Internet has been so successful and so
important to small businesses is that you in government have not needlessly regulated it.
The relatively unregulated nature of the Internet has made it a magnet for creativity,
investment and innovation. We believe that regulating the Internet should only be
considered if every other technique —including full use of existing laws, user education,
technology tools and industry best practices- have been attempted and failed. We urge
the Committee to continue their policy of keeping the Internet free of needless
regulations.

Conclusion.

Small businesses are the back bone of the American economy. And while we continue to
provide unique goods and services to our clients, we also provide jobs to the majority of -
working Americans.

I certainly do appreciate your attention, as well as the honor of appearing on this panel
today. We thank you for your vigilance in helping small businesses to remain
competitive. 1 would be pleased to answer any questions you might have.
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